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This year, the Canadian 


Dairy Commission celebrates 


25 years of achievement. 


Share with us a look at our 
history, on page 18. 


The beautiful illustrations in 


this report, many inspired by 


images in earlier reports, 


provide glimpses of our past 


and of the many ways that 
dairy continues to touch 


“our lives. 


Over the years, the ‘“e 


Commission has owed much 


of its success to the cooperation 
of our industry partners. 
We look forward to an 


equally productive future. 
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LETTER TO THE MINISTER 


The Honourable Bill McKnight 
Minister of Agriculture 
Ottawa, Ontario 


Dear Mr. Minister, 

We are pleased to report on the activities of 
the Canadian Dairy Commission for the dairy 
year ended July 31, 1992. 

This year, the Commission celebrates 25 years 
of achievement. From the time of its inception, it 
has benefitted the industry through greater coordi- 
nation of government policies and programs, and 
by providing a framework for federal and provin- 
cial government involvement inthe industry. 

During 1991-92, with the support of our 
industry partners, we have moved ahead in the 
implementation of recommendations of the Task 
Force on National Dairy Policy. 

A Task Force recommendation was behind 
the partial shift, on August 1, 1991, in the relative 
weights of the support prices for butter and skim 
milk powder. Others led to the implementation of 
a rebate program for dairy ingredient users, and a 
project to examine the competitiveness of the 
Canadian dairy industry. In addition, the Offer to 
Purchase Program was modified to increase its 
market-orientation and. to encourage industry self- 
reliance. 

Declining domestic requirements remain a 
primary concern of the dairy industry. Over the 
last two dairy years, producers have seen the 
national quota fall by more than ro percent. 

National Market Sharing Quota was reduced 
at the beginning of the 1991-92 dairy year from 
44:7 to 42.6 million hectolitres, to allow for 
domestic requirements of 41 million hectolitres 
anda production sleeve set at four percent 
(1.6 million hectolitres). The allowance for domes- 
tic requirements in the quota was further reduced 
during the year, by one percent. 

For the 1992-93 dairy year, the Canadian 
Milk Supply Management Committee was forced 
to reduce the Market Sharing Quota again by 
three percent in order to bring industrial milk pro- 
duction into line with declining demand. 

A number of initiatives were approved by the 
Committee to respond to this continuing decline. 
Producers now funda program designed to 
enhance the domestic use of butterfat in the 
bakery industry. The Committee also approved a 
storage program for evaporated milk, to overcome 
seasonal shortages caused in part by the reduction 


— 
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in whole milk production. These programs are in 
addition to the Rebate Program for Further 
Processors, which was extended for 1992-93. 

A major achievement for the Committee was 
the development of a basis for sharing the costs of 
national industrial milk supply management ~ 
among fluid and industrial milk producers. This . 
agreement, which took effect on August I, 1991, . 
recognizes the costs that excess butterfat skim-off 
from the fluid sector generates for industrial i 
producers. 2 

The Committee also agreed that the normal 
butter inventory level, for butter the Commission 
holds to service the domestic market, should be 
reduced from 10 to 8 million kilograms as of — 
July 31, 1992. 

The Commission chairs a subcommittee of - 
the Canadian Milk Supply Management Com- 
mittee, which is evaluating provincial policies 
related to milk classification, plant allocation and 
pricing, to develop greater harmony in provincial 
regulations. 

In November 1991, Clifford Mclsaac left 
the Commission to take on the role of Chairman 
of the National Farm Products Marketing 


Council. Soon-after, we were dealt a blow in the 


tragic and sudden loss of Vice-Chairman, Kenneth 


McKinnon, in December 1991. In July 1992, 
Frank Claydon, Assistant Deputy Minister at 
Agriculture Canada, was appointed as Commis- 
sioner, on an interim basis, to assist the 
Commission in its work. 

Over the years, the Commission has owed 
much of its success to the cooperation of the 
industry, and we look forward to an equally pro- 
ductive future. We have reported on the ~ 
achievement of the Commission’s goals for 


1991-92 on page 19. 


Yours sincerely, 


od Bas 


Roch Morin 
Chairman 


Frank Claydon 


Commissioner 
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1991-92 DEVELOPMENTS IN DAIRY POLICY 


~ In May 1991, the Task Force on National Dairy 

Policy concluded almost two years of delibera- 

_ tions with a package of 23 recommendations. 

‘The Canadian Dairy Commission welcomed 

the package as.an opportunity for the renewal of 

the industry. . 

The recommendations recognized the valu- 
able role of the Commission in ensuring a 
strong and viable dairy industry. At the same 

time, they called on the Commission to foster 

_ greater transparency, market-responsiveness, and 

_competitiveness — to ensure a strong and viable 
industry in years to come. 
_ With the support of its industry partners, 
the Commission has moved ahead in the imple- 

_ mentation of recommendations under its 
authority. For certain other recommendations, it 

has acted as an advisor and facilitator to the 
industry's policy-setting bodies. 

y For example, the Commission has invited 
representatives of consumers and processors to 
the table of the Canadian Milk Supply 
Management Committee, and has continued to 

_ seek the advice of its Consultative Committee 

~— newly-restructured to include industry and 
non-industry representatives — in setting the 
dairy target and support prices. 

The Commission 

~ responded to a Task Force 
recommendation in 

modifying the Offer to 


~ Purchase Program — to 


increase its market-orientation and to encourage 


_ greater self-reliance in the industry. Task Force 
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recommendations were also behind the partial 
shift, on August, 1, 1991, in the relative weights 
of the support prices for butter and skim milk 
powder; the implementation of a rebate pro- 
gram for dairy ingredient users; and a project to 
examine and develop plans to improve the com- 
petitiveness of the Canadian dairy industry. 

Some recommendations involving inter- 
provincial jurisdiction are being handled by the 
Canadian Milk Supply Management Com- 
mittee. The Commission, as chair of the 
Committee, is facilitating this work. . 

Finally, the Commission has been called 
upon to share its expertise with the Deputy 
Ministers’ Steering Committee on Supply 
Management, a federal-provincial committee set 
up to deal with the inter-governmental issues 
raised by the report of the Task Force. 


A beliefin a rural way 
of life underlies Canada’s 


dairy policy. 
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A moment in history — 
the signing of the National 
Milk Marketing Plan 


in the early 19705. 


THE NATIONAL DAIRY POLICY 


The dairy industry is a key sector in the 
Canadian economy. Dairy farming generated 
more than $3.4 billion in farm cash receipts in 
1991, while dairy products shipped from pro-~ 
cessing plants were valued at over $7.3 billion. 
There are two markets for milk in Canada. 
The fluid market (table milk and fresh cream) 
accounts for 41 percent of the milk produced, 
and the remaining 59 percent is manufactured 
into dairy products such as butter, cheese, 
yogurt, and ice cream. 
Each province governs the production and 
marketing of milk within its own borders, and 
sets pricing formulas, quota policies, and 
other regulations accordingly. Marketing 

, activities related to industrial milk, which 
is manufactured into products that are eas- 
ily shipped across provincial boundaries, 

are carried out jointly between the 

Br “~~ federal government and the 


provinces, according to the terms and condi- 
tions of a federal-provincial agreement, the 


National Milk Marketing Plan. 


National Milk 
Supply Management 


Canada adopted a system of supply manage- 


_ ment for industrial milk in the early seventies. 


Gone are the unstable markets, uncertain sup- 
plies and highly variable revenues for producers 
and processors common in the fifties and sixties. 
Supply management is the cornerstone of 
Canada’s national dairy policy. 

The purpose of milk supply management is 
to provide a balance, in terms of butterfat, 
between the supply of industrial milk and the 
demand for dairy products. The domestic 
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market is primarily supplied by Canadian milk 


production, except for a fixed volume of cheese 

imports and small amounts of other dairy 

products. Ser 
The Canadian Milk Supply Management 


-Committee (CMSMC) oversees the application of 


the National Milk Marketing Plan. Chaired by — 
the Canadian Dairy Commission, the 
Committee has representation from producers 
and governments from all provinces except 


Newfoundland, which does not produce signifi-. 


cant amounts of milk for industrial purposes. 
National representatives of consumers and 
processors participate as non-voting members. 

The CMSMC sets a national production 
target or Market Sharing Quota, which is con- 
stantly monitored and adjusted periodically to 
reflect changes in demand. The Plan establishes 
each province's share of the national quota, and 
it contains provisions for the sharing of any 
increase or decrease in this quota. Each province 
allocates its share to producers according to its 
own policies. 


The system allows for a small margin 
(called the sleeve) to be included in the national 
marketing quota to prevent shortages in the 

~domestic marker. In addition, asa result of 
- meeting requirements for butterfat, Canada’s 
dairy industry is faced with a structural surplus 
of solids non-fat. These surpluses are managed 
_ by export programs. 

Under the Plan, producers assume responsi- 
bility for the costs of exporting dairy products 
- that are not consumed in Canada. For this 
purpose, levies are collected by provincial 
authorities and remitted to the Commission. 


- Import Controls 


on Dairy Products 


In order to operate its national milk supply 
management system, Canada has adopted a 
wide range of measures to monitor and control 
imports of dairy products. Without these mea- 
sures, the stability provided by the national 
dairy policy would be undermined by imports 
which are often highly subsidized by the 
" countries that export them. The Canadian gov- 
ernment has established import controls which 
- are administered by External Affairs. and 
International Trade Canada under provisions of 
~ the Export and Import Permits Act. 


‘Target Price for 
Industrial Milk 
The target price is set ata level intended to. 
provide efficient milk producers with a return 
which will cover their labour, investment, and 
_ cash costs related to the production of industrial 
milk. at 
The cost of producing milk is calculated 
_ from data collected by surveys on approximately 
~ 350 farms in Ontario, Quebec, New Brunswick, 
“and Manitoba. Thirty percent of the sample, 
made up of producers with the highest 
per-hectolitre costs, is eliminated for the pur- 
_ poses of calculating the target price. 
Since the mechanism measures actual costs 
on the farm on an annual basis, changes in the 
cost of producing milk can be reflected 


promptly in the pricing structure. This is 
intended to pass productivity gains directly 
through to consumers. 


Support for 
the Target Price 


The federal government supports the target 
price for industrial milk in the marketplace 
through two programs of the Canadian Dairy 
Commission. Producers receive direct support 
payments from the government on deliveries of 
industrial milk and cream produced to meet 
domestic requirements. These payments are 
intended to moderate the price consumers pay 
for dairy products, thus stimulating consump- 
tion and helping to maintain the size of the 
dairy industry. 

The Commission sets support prices for 
butter and skim milk powder, and offers to 
purchase product’at these prices. This provides a 
mechanism whereby producers can achieve the 
target price for their milk. Support prices are set 
at a level which is also designed to provide 
processors with an assumed margin to cover 
costs and a return on their investment. 

Target and support prices are used as a 
guideline by the provincial agencies in setting 
their milk prices. The Offer to Purchase 
Program allows the Commission to hold butter 
and skim milk powder stocks, thus ensuring a 
supply during periods of imbalance between 
production and demand. 
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THE 1991—92 DAIRY YEAR IN REVIEW F 


MILK SUPPLY MANAGEMENT 


Domestic requirements for industrial milk; mea- 
sured on a butterfat basis, continued to decline 
throughout the year. In response, national 
Market Sharing Quota (MSQ) was reduced at 
the beginning of the year from 44.7 to 42.6 mil- 
lion hectolitres, to allow for domestic 
requirements of 41.0 million hectolitres and a 
production sleeve of four percent (1.6 million 


hectolitres). The allowance for domestic require- — 


ments in the quota was further reduced during 
the dairy year, by one percent. 

Actual domestic requirements for 1991-92 
were determined to have fallen by year-end to 
40.0 million hectolitres. This was the result of 
an ongoing gradual decline in butter consump- 
tion, and an increase in skim-off — a secondary 
source of butterfat — as consumers continued 
to shift to lower-fat fluid and industrial prod- - 
ucts, such as 1% milkand low-fat cheeses. 
Excess butterfat that is skimmed off in the man- 
ufacture of lower-fat products ultimately 
replaces industrial milk production. 


PROVINCIAL SHARE OF NATIONAL 
MARKET SHARING QUOTA (MSQ) 


(millions) 

Kilograms — Hectolitres 
July.31, 1992 of butterfat of milk % 
Prince 
Edward Island 3.066 0.852 2.0 
Nova Scotia 2.002 0.556 13 
New Brunswick as 0.551 1.3 
Quebec 71.822 19.950 47.1 
Ontario 47.277 . 13-132 31.0 
Manitoba 5:872 1.631 3-9 
Saskatchewan 3.909 1.086 2.6 
Alberta 10.082 2.801 6.6 
British Columbia 6.498 1.805 4.3 
CANADA 42.364 100.0% 


152.511 


SEASONALITY OF TOTAL MILK 
AND CREAM DELIVERIES i 
(distribution by percentage) = 


% 
60 


86 87 88 89 90 91 


82 83 84 85 
Simmer ™ Winter =a 


1981 


In spite of quota reductions, production for 
the 1991-92 dairy year amounted to 44.6 mil- 
lion hectolitres, 5.2 percent above MSQ. This is 
evidence of the difficulty producers face in hav- 
ing to make adjustments in step with the rapid —_ 
shrinkage of the industry. Over the last two 
dairy years, quota has been reduced by more 
than Io percent. aka 
Excess butterfat production led to substan- 
tial purchases of butter by the Commission. 


- Despite considerable exports, year-end stocks 


were about 7 million kilograms higher than the | 
level considered to be normal. - 

Commission purchases of skim milk 
powder continue to decline. Less butter is man- 
ufactured from raw milk, which leaves less skim 
milk solids as the by-product of this process. 
The industry is rapidly approaching the point at — 
which market requirements for thesolids non- 
fat portion of raw milk will balance with - 
requirements for butterfat, and quota may be | 
established on the basis of the demand for solids 
non-fat. The Canadian Milk Supply Manage- 
ment Committee is addressing the effect of this 
situation on the operation of the supply man- 
agement system. eas, 

In order to bring industrial milk produc- 
tion into line with declining demand, the | 
Committee reduced MSQ by a further three per- 
cent for the 1992-93 dairy year. 


INDUSTRIAL MILK PRODUCTION 
AND REQUIREMENTS 


(million hectolitres) 


Surplus 
Total Canadian production 
MSQ | requirements’ Production — (deficit) 
1984-85 47.4 475 0: Ake os Og 
1985-86 46.6 46.6 46.9 0.3 
ee 2a aa 46.8 (0.2) 
1987-88 47.3 472 48.5 13 
1988-89 Z AFA, 467 48.8 21 
1989-90 46.1 45.4 47-0 1.6 
1990-91 44.7 43-4 45.8 2.4 
1991-92 42.4 ALI 44.6 "3.5 


one nominee each of the Consumers’ Associa- 


‘Actual domestic requirements as determined at year-end plus 
a sleeve and additional MSQ approved by the CMSMC. 


‘Includes 0,1 million hectolitres of additional quota for 
British Columbia and Nova Scotia. 


‘Provinces were permitted to produce up to 3% above their 
MSQ at the sleeve levy rate. 


_ PRODUCTION OF INDUSTRIAL 
MILK AND CREAM 


' (thousand kilograms of butterfat) 


1989-90 1990-91 


1991-92 
. Prince ~ 
Edward Island 3072 3,076 3,082 
Nova Scotia 2,293 2,293 2,201 
y New Brunswick 2,270 2.21% 2,096 
Quebec 80,154 76,840 74,829 
~ Ontario 51,992 51,657 50,798 
! Manitoba 6,712 ) 5433 6,223 
Saskatchewan 45395 4,265 4,030 
Alberta 11,416 11,226 10,431 
~ British Cinna 6,718 6 ,731 6,807 
my CANADA 169,122 164,728 160,497 


Activities of the 
Canadian Milk Supply 


Management Committee 


The Canadian Milk Supply Management 
Committee regularly considers economic and 
marketing factors which affect the industry. 
These include trends in domestic consumption 
and production, forecasts of the Commission’ 
skim milk powder and butter purchases, and 
export market conditions. It also reviews reports 


' pertaining to the Commission’s marketing 


operations and promotional activities, producer 
levy rates and their application, and provincial 
quota allocations. 

In response to a recommendation of the 
Task Force on National Dairy Policy, non-voting 
membership on the Committee was extended to 


A carved wooden butter mold 


~ tion of Canada and the National Dairy Council 


illustrates dairy’s rich 


of Canada. 


contribution to our heritage. 


An agreement on skim-off — A major achieve- 
ment for the Committee was the development 
of a basis for sharing the costs of national indus- 
trial milk supply management among fluid and 
industrial milk producers. The agreement 


; OEE 
recognizes the costs that excess butter- 7 #4 = 
fat from the fluid sector generates for 77 
Sf f 
industrial producers. ! 


Effective August 1, 1991, each Ae Dy: 


province is fully responsible & "| 
for the butterfat skimmed off SS eh 


in its fuid sector. In 
addition, the agreement 


Canada’s dairy casé offers 


something for everyone! 


compensates provinces that have produced 
skim-off at a proportionally lower level than the 
national average in past years. The compensa- 
tion takes the form of limited protection against 
future quota reductions as a result of skim-off 
increases. 

Finally, provincial levy responsibility will 
shift, over a three-year period, from being calcu- 
lated on the province’s industrial milk produc- 
tion plus a skim-off charge on fluid production, 
to being calculated on total provincial milk pro- 
duction by the 1993-94 dairy year. 


Marketing initiatives — A number of initiatives 
were approved by the Committee to respond to 
a continuing décline in domestic requirements, 
the primary concern of the dairy industry. 

Producers now fund a program designed to 
enhance the domestic use of butterfat in the 
bakery industry. The Committee also approved 
a storage program for evaporated milk, designed 
to overcome seasonal shortages caused in part by 
the reduction in whole milk production. 

These programs are in addition to the 
Rebate Program for Further Processors, which 


was extended for 1992-93. 
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The Committee agreed that the normal 
butter inventory level should be reduced from 
10 to 8 million kilograms as of July 31, 1992. 


Subcommittee to promote harmonization — 
The Commission chairs a subcommittee of the 
CMSMC that is evaluating provincial policies 
related to milk classification, plant allocation — 
and pricing to develop greater harmony.in 
provincial regulations, and to foster a more inte- 
grated national milk marketing system. 

The Subcommittee responds to recom- 
mendations of the Task Force on National Dairy 
Policy that called for discussions toward greater 
inter-provincial harmony in marketing and 
regulations. - 

To date, the Subcommittee has reviewed 
the levy and quota policies in each province, 


~ and has commissioned a review of the provincial 


classified milk pricing systems and milk supply 
allocation schemes. It has also considered the 
development of a national quota exchange. 


LEVIES 
Under the National Milk Marketing Plan, milk 


producers assume responsibility for the costs 
associated with the export of dairy products not 
required for domestic consumption. Levies for 
this purpose are collected by provincial 
marketing boards and agencies 
through deductions from | 


and subsequently remitted 
to the Commission on a 
monthly basis, in — 
accordance with rates and 
conditions established by 
@ the Canadian Milk Supply 
<< ?: ~ Management Committee. 
"= These levies are also 
used to finance special 


the CMSMC and 
designed to increase 


payments to milk producers, 


programs approved by — 


- LEVIES REMITTED BY THE PROVINCES — 
INDUSTRIAL MILK AND CREAM SECTOR 


Yin thousands) 


1989-90 1990-91 — 1991-92 

Prince - 
Edward aldod , $ 2,675  $ 2,934 $ 2,278 
. Sova) Scotia Pg 2,471 = 34428 3,443 
New Brunswick 2,361 2,831. 2,554 
Quebec - 72,685 : 76,430 82,913 
4 Ontario 39,490 54,710 66,508 
Manitoba 6,289 6,472 ~~ 7,026 
Seances . 4,061 9,685 35788 
Alberta 11,476 14,487, 10,827 
| British Columbia 7,267 8357 8,153 
CANADA x $148,775 $174,914, $187,490 


domestic utilization of butterfat and skim milk 
- powder. re 
During 1991-92, the Commission began to 
implement the CMSMC-approved plan to 
_modify the method of calculating provincial 
levy: responsibility, The change will be Heres 
in over three years. 
For 1991-92, provinces remitted their share 
~ of in-quota levies on the following basis:- 


* 55 percent of the province's in-quota levy _ 
- obligation was applied according to the 
previous method — on production within 


MSQ, plus a per-hectolitre charge on net 
. skim-off from fluid milk; and, 


“845 ‘percent of its obligation was applied on vall 
fluid milk sales and industrial production 
within Market Sharing Quota. 


Each province's levy responsibilities for- 
deliveries in excess of its share of quota were ~ 
~ based, for the first time in 1991-92, on the 
~ disposal costs of surplus butterfat and solids 
non-fat equivalents in the province. The rates _ 
ranged from $37.98 to $40.11 per hectolitre, - 
depending on the average yield for components 
in the province's milk. 


The rate on over-quota deliveries of cream 
was increased from $4.00 to $5.61 per kilogram 
of butterfat to reflect butterfat disposal costs. 

Levies on all milk included $0.14 per 
hectolitre to cover costs associated with main- 
taining the Commission’s butter inventories at 
levels sufficient to assure domestic supply, as 
well as $0.02 per hectolitre as a processor contri- 
bution to a rebate fund for food manufacturers 
using dairy ingredients. 


CONTRIBUTION FROM THE FLUID MILK SECTOR 
(in thousands) 


1989-90° 1990-91 199I-92° 

Prince 

Edward Island Sa36 $ — 40 $165 
Nova Scotia 274 307 1,215 
New Brunswick 189 198° 751 
Quebec 1,293 1,429 7,790 
Ontario 35538 4,119 13,040 
Manitoba 335 374 1,280 
Se Re eae., 266 288 1,095 
Alberta 687 oe 3,026 
British Columbia 536 540 3,466 
CANADA $ 7,154 $ 8,145 $31,828 


‘Calculated at a rate of $1.25 per hectolitre on the volume of 
net skim-off for each province in the preceding calendar year. 


*Levies applied on provincial fluid milk sales, plus a charge on 


net skim-off. 


In 1991-92, provincial milk boards and 
agencies remitted a total of $219.32 million in 
levies to the Commission, from the industrial 
and fluid sectors, for production within and 
over quota. 

The contribution from the fluid sector has 


increased significantly this dairy year with the 


modified levy structure. Levies collected on 
fluid milk sales, at $27.32 million, and the total 
charged on net skim-off, at $4.51 million, bring 
the total contribution from this sector to 

$31.83 million, up from the $8.15 million gener- 
ated by the $1.25-per-hectolitre charge on net 
skim-off in 1990-91 


TO: 


In the past, levies remitted by the provinces 
to the Commission have been calculated 
according to rates approved by the CMSMC. 
However, the plan to distribute levies over all 
milk production led the Committee to approve 
a budget that established overall provincial levy 
obligations based on projected marketing costs. 
The calculation of actual levy rates applied to 
producers was left to the provinces. 


IMPORT CONTROLS 
ON DAIRY PRODUCTS 


Canada’s import controls for dairy products 
remained unchanged in 1991-92. 

In support of supply management, the 
Canadian government has taken the position 
that Article XI-of the General Agreement on 
Tariffs and Trade (GATT) must be strengthened 
and clarified to permit import controls on 
processed dairy products. The government is 
awaiting the outcome of the current round of 
negotiations before implementing the 1989 deci- 
sion of a GATT panel, which determined that 
Canada’s import quotas on ice cream and yogurt 
do not conform with its GATT obligations. 

Canada also maintains import quotas for 
buttermilk powder, sweetened condensed milk, 
and cheese. In 1978, the annual import quota 
for cheeses was set at 20.4 million kilograms, 
and has since remained unchanged. It represents 
substantially greater access for cheese into the 
Canadian market (at 7.4 percent of the 
domestic market) than is granted into the 
United States (at 4.6 percent) or the European 
Community (2.3 percent). 

The Canadian International Trade Tribunal 
has been conducting:an inquiry into the 
allocation of import quotas for supply-managed 
poultry and dairy products. It has been consid- 
ering the principles that should guide import 
quota allocations, and is expected to report in 
October 1992. 


‘TARGET PRICE 
FOR INDUSTRIAL MILK 


On August 1, 1991, the target price for industrial 
milk was increased by $1.23, from $48.69-to 
$49.92 per hectolitre, containing 3.6 kilograms 
of butterfat. 


Commission. 


TARGET PRICE FOR INDUSTRIAL MILK ‘ 
(per hectolitre) 


1989 August I _ $47.45 
1990 August 1 $48.69 
1991 August 1 $49.92" 


‘Includes $0.14 to cover all eligible costs associated with actual 
butter inventories, up to normal levels dererpitied by the 


] 


“Includes $0.02 as a processor contribution to a rebate fond 
for dairy ingredient users. 


“The target price of $49.92 includes $0.16 
that is collected through producer levies — 
$0.14 to cover the carrying charges associated 
with the Commission's stocks of butter at nor- 
mal levels to service the domestic market, and 
$0.02 paid by processors as a contribution to a 
rebate fund for food manufacturers using dairy 
ingredients. 

Although cost data indicated an increase of 
3.1 percent in the target price, the Commission 
limited the increase to 2.5 percent after taking 
into account the need to enhance the 
competitiveness of the industry in the face of 
declining consumption. 

In reviewing data for February 1, 1992, the 
Commission did not alter the price as there was 
not the two-percent change in the cost of pro- 
duction required to trigger an adjustment. - 


TARGET PRICE 
IN CONSTANT 1981 DOLLARS 


(beginning of the dairy year) 
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The federal government has extended the 


‘Commission's authority to set the target price DIRECT SUPPORT PAYMENTS TO PRODUCERS 
for industrial milk, the processor margin and OF INDUSTRIAL MILK AND CREAM 

~ the support prices for butter and skim milk (in thousands) 

| powder, after the Commission receives advice 
from its Consultative Committee. 1989-90 1990-91 1991-92 


This approach was in place for August 1, 
1992. Although the target return for producers 
remained unchanged, lower butter carrying 


Prince 
Edward Island $ 4,990 4“ $~ 4,938) $7 4,938 


charges, down from $0.14 to $0.08 per hec- Nova Scotia 3,488 35350 3,125 
tolitre, led to a lower target price of $49.86 per New Brunswick 35495 35318 3,095 
hectolitre, passed on to the market through a Guichee eee es he Ni ab 
lower support price for butter. 

Ontario 83,429 78,973 73,788 
DIRECT SUPPORT PAYMENTS oe et 98267 191 G4 
TO MILK PRODUCERS Saskatchewan 6,795 6,543 6,101 
Under the federal program supporting the target Alberta 17,752 16,872 15,736 
price for industrial milk, producers receive ; British Columbia 10,365 10,137 10,142 
direct support payments for milk and cream 
shipments produced to meet domestic CANADA $265,795 $254,286 $238,185 


requirements. 

~ Inthe 1991-92 dairy year, monthly pay- 
ments were made at the rate of $1.675 per 
kilogram of butterfat ($6.03 per hectolitre of 
milk containing 3.6 kilograms of butterfat). 
This rate has remained unchanged since 1975, 
when it represented 24 percent of the target 
price for industrial milk. In 1991-92, it repre- 
sented 12.1 percent of the target price. 


Total payments to producers reached 
$238.18 million for 142.20 million kilograms of 
butterfat (39.50 million hectolitres of milk) 
produced for domestic consumption. This 
compares with payments of $254.29 million 
recorded for the previous dairy year, a decrease 
of 6.3 percent. 


NUMBER OF DAIRY FARMS : SUPPORT PRICES FOR BUTTER 
we: 6 ; AND SKIM MILK POWDER 


1989-90 yor 199%-9? ~~ On August 1, 1991, support prices for butter 
and skim milk powder were set at $5.331 and 
Prince 


~ Edward Island - 669 — 650 614  $3-304 per kilogram respectively. 
To conform with the generally accepted 


Nova Scoti . 686 6 6 : Lae ae 
aa tke Beas *2 "ratio of solids non-fat to butterfat in milk, the 
New Brunswick _ 568 526 491 yield of skim milk powder from a hectolitre of 
Quebec 14,903 14,043 13,415 milk was revised from 8.54 to 8.51 kilograms. 
ae This yield is used in the calculation of the 
Ontario 10,976 10,549 10,233 : ; : 
el Fi ‘ support price: The yield for butter remained at — 

Manitoba, ane 1,956 — 1,824 4.365 kilograms. 

Saskatchewan 1,496 1,282 1,150 The processor margin included in the cal- 

Alberta ee Lon 1,864 . culation of the support prices rose from $7.34 to 
f G .52. per hectolitre. As,with the increase in the 

British Columbia 1,031 1,002 987 S207. P : ‘ie’ ; 

target price for producers, this increase was lim- 
CANADA 34,620 32,678 31,200 ited to 2.5 P&ECeRt. 


2 
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SUPPORT PRICE STRUCTURE 


TARGET PRICE FOR INDUSTRIAL MILK 
$49.92 per hectolitre 


($49.90 plus $0.02 as a processor contribution toa rebate fund for ay Caicy ingredient users) _ 


| 


Butter 


Support price 

required to meet 

target price 

(per kilogram) — $ 5.331 


Amount in 
onehLof milk x 4.365 kg 


$23.270 


Skim Milk Powder 

Support price Dee eccor 

required to meet. — Mais 

target price ; ate 
+ (per kilogram) $ 3.304 Pa, $7.52. 

Amount in — KScticre 

one hL of milk > x 8.srkg | ; 

$28.117 


ea ee 


Direct 


Payment to 
Milk - 


$6.03 3 
per 


— hectolitre 


The Commission placed the entire weight 
of the 2.5-percent target price and processor 
margin-increases on the support price for skim 


milk powder, in response to a recommendation 


of the Task Force on National Dairy Policy, and 


taking into account trends in the domestic 


market. 


COMMERCIAL OPERATIONS 


Offer to Purchase Program 


The Offer to Purchase Program provides butter 


manufacturers with two options to sell butter to 
the Commission — Plan A and Plan B. Under 
Plan A, processors may sell or purchase, to or 


FEDERAL SUPPORT PRICES FOR 
BUTTER AND SKIM MILK POWDER 


(per kilogram) 

Skim 
Effective milk 
date Butter powder 
1989 August I $5.167 $3.046 
1990 “August I $5.331 $3.130 
1991 August I $5.331 $3.304 


from the Commission, butter in 25- -kilogram be 
blocks at the support price: Plan A is used 


mainly by firms that produce more butter than 


they can market, or by manufacturers that sell 


surplus removal program. 


_more butter than they produce. It is basically a 


Under Plan B, butter manufacturers may 
sell butter in blocks or in print form to the 


Commission, and must repurchase this butter- 


within one calendar year. Plan B is used by 


firms to balance the seasonality of their produc- 


tion and sales over the calendar year. 


Recent modifications to the Program — 

A number of changes\were made to the Offer to 
Purchase Program at the outset of the 1991-92 
dairy year, following an evaluation of the pro- 
gram and a recommendation from the Task | 


Force on National Dairy Policy. 


The changes were intended to prompt the - 
industry to market its own butter rather than 
selling it to the Commission under Plan A. The 
Commission made changes to Plan B in order 
to encourage the industry to put butter directly 
into prints, thereby minimizing reworking costs. 


Producers },, 


Changes to the Offer to Purchase Program MARKETING ACTIVITIES OF THE COMMISSION 


-_ Plan B was made more.attractive by: Cpe Sera) 
- © am increase in the flexibility of the permitted Retire aa 
storage period; and, : Purchases Sales year-end 
* an adjustment to the price, to make it =< — Butter 
equivalent to the price paid to manufacturers (le Os ibe ae ye 
under Plan A. 
oC 1990-91 17.38 20.46 14.67 
Plan A was modified as well: | : chess Aes aoe ips 
* the “black-out” period, during which the pay- : 
ment term is 100 days, was extended to six Skim milk powder 
months from four; and, i 1989-90 56.35 57.71 20.89 
* in cooperation with the National Dairy 
‘ . 1990-91 48.63 40.43 29.09 
Council of Canada, a database was established 
on butter requirements and supplies. The 99K 5 ean) oP 3-73 
~ system will assist the industry, in reducing its iW radian ofewelicnes 
~ reliance on the Commission for purchases or ; 
assure domestic demand is adequately supplied Vecatusih chofirst 
a! eUpP beg fi 


sales of butter. | 
— an amount of $0.14 per hectolitre of milk was 


added to the 1991-92 target price, and collected Canadian cheese factory 
through the support price for butter. Provinces 


Butter and skim milk powder inventories — in 1864, Here, as blocks 


The Commission began the 1991-92 dairy year 
with 14.67 million kilograms of butter and 


return this surcharge to the Commission 
through an increase in producer levies of the Sechdldlr wre wotkased th 
f! * } 


‘i j iasar apie same amount. 
29.09 million kilograms of skim milk powder in hamodern pheneshis 


~ inventory. During the year, the Commission ~ 
purchased 25.71 million kilograms of butter and ee fi tradition continues. 
37-35 million kilograms of skim milk powder. om i 

- Sales of 23.33 million kilograms of butterand = # Pe ce 
62.71 million kilograms of skim milk powder > Bite LA 
left respective closing inventories of 17.05 ta I 

~ and 3.73 million kilograms, as of 

Be jitly 92,9992. i 

~~ The Commission's purchases of skim 

~ milk powder for 1991-92 are at a record low 

_ for the third consecutive year. The substan- ~ 

tial decline is due to lower levels of excess : 

solids non-fat in the system, and is in AL. jae 

“contrast to the record high level of butter ce 

purchases. ; 


_ Carrying charges — Carrying charges associ- 

~ ated with the Commission’s Offer to Purchase 
Program for salted butter and skim milk powder oy, | 
‘were $11.04 million in 1991-92. | ‘ nen: ve pa et / 

_~» To cover the costs of normal butter inven- ‘ aed 
tory levels — stocks held by the Commission to | 


ee raat 


Ice cream — always a 


refreshing treat! 
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For the 1992-93 dairy year, the Canadian 
Milk Supply Management Committee 
recognized that less butter is required in 
Commission stocks to meet domestic demand. 
This, along with lower interest rates, will result 
in an overall drop in butter inventory costs. To 
reflect the lower costs, carrying charges were 
reduced to $0.08 per hectolitre at the beginning 
of 1992-93. 

Since August 1989, producers have paid, 
through levies, the total costs of storage, 
transportation and interest incurred by the 
Commission on surplus butter and skim milk 
powder. 


Butter relocation assistance programs — 
The Commission continued to provide a 
Transportation Assistance Program, a Butter 
Reworking Allowance and a Print Trans- 
portation Allowance. The purpose of these 
programs is to stabilize the price of butter and 
ensure its availability across Canada. The pro- 
grams apply to the movement of butter from 
regions with a butter surplus to regions with 
insufficient supplies. 


The Butterfat 
Utilization Program 


Fe This program, funded by 

Vim 4 producers, has been 

| : designed to meet two 
main objectives. The first 1s 
to encourage the use of 
butter in specific sectors 

* where its use has been‘on 

the decline. The bakery indus- 

try, where the use of butterfat 

\\\__ has been gradually replaced by 

Fas: \ \\ substitutes, has been identi- 

a. "4 _ \ fied as such a sector. 


spines 
i 


The second objective is to encourage the 2 
development of new products — like ghee, 
fractionated butter and clarified butter. . 

This program was approved by the CMSMC 
on a trial basis, and implemented in 1991-92. — 


Animal Feed 


Assistance Program "oe 


Funded by producer levies, the program is 

intended to maintain the domestic utilization of 
skim milk solids. The program makes these : 
solids available to animal feed manufacturers at 
a competitive price for feed ingredient use. 

The skim milk solids covered under this 
program are surplus to Canadian requirements 
and would otherwise be exported. The program 
is expected to generate, on average, better 


Fe 


returns for producers than sales of this surplus 
to export markets. ae 
At August 1, 1991, the level of assistance was 
set at $1.604 per kilogram, to reflect the 
Commission's adjustment to the support price 
for skim milk powder and its relation to the 
world price. The assistance was decreased to. 
$1.504 per kilogram on February 1,1992, to . 
account for higher world prices. 
The total volume on which assistance was 
provided in 1991-92 is lower than in the previ-- 
ous dairy year (7.3 versus 8.4 million kilograms) | 
because of the effects of the recession and 
import competition in the milk-fed veal indus- 
try. Payments under this program totalled 
$11.34 million in 1991-92. a 


DOMESTIC MARKETING 


The Commission uses its unique position in the 
industry to identify and promote opportunities 
to market more milk — an activity that com- 
plements the role of other industry participants. 
The Commission's marketing activities 
require the endorsement of the Canadian Milk 
Supply Management Committee because milk 
producers finance these projects through levies. 
The current array of programs, each designed to 
address specific market.challenges, includes the 
Butterfat Utilization Program and the Animal 
Feed Assistance Program (both reported in the _ 
previous section), as well as the Milk Bread 


PER CaPITA? DISAPPEARANCE OF DAIRY PRODUCTS IN CANADA, 1981-1991 


Fluid or table Skim 
= -milk and Ice Cheddar’ Processed” Specialty’ Total milk Cottage 
cream cream Yogurt Butter — cheese cheese cheese cheese powder cheese 
yy ERERES, mee Taig MeN ~\ KILOGRAMS 
1981 108.25 12.80 1.67 4.43 1.76 2.18 3.74 7.68 1.99 1.28 
1982 108.20 12.31 72 4.28 1.44 2.20 3.96 7.60 2.41 1.21 
1583 : 107.83 ‘T2351 1.89 4.36 1.47 2.21 3.91 759 1.75 1.22 
; 1984 107.66 11.98 2.12. 4.27 1.72 2.08 4.29 8109 2.51 122) 
3985 vs 106.31 12.22 2.41 4.10 2.14 2.03 4.65 8.82 1.81 1.34 
, 1986 107.86 12.43 2.77 3.92 2.36 1.96 5-23 9.55 1.79 1.29 
1987 109.22 12.13 3.20 3.92 2.34 2.06 5-51 9.91 2,25 eae 
1988 ~ 107.93 12137 3.29 3.83 2.04 oT 5.52 9.81 2.02 1.20 
1989 104.73 L188" , 3.58 3.61 245 2.22 5-76 10.13 2.36 LI5 
1990 104.84 “11.96 3.42 3.41 1.76 2.31 5-70 9.78 1.58 1.16 
j 1991 102.20 11.12 3.27 3.08 1.93 2.07 5-69 9.69 1.17 1.06 


"Does not include cheese used in processed cheese. 


*Cheese equivalent of processed cheese (calculated at 73% cheese by volume), of which 95% is assumed to be cheddar, 


and the balance variety. 
*Based on population, July t. 


Program (a rebate on skim milk powder used in 
breads meeting certain milk ingredient 
specifications), the Domestic Dairy Product 
Innovation Program, and the Rebate Program 
for Further Processors. 


Domestic Dairy 
Product Innovation Program 


Now in.its third year, the Domestic Dairy 
Product Innovation Program assists innovators 
who are striving to introduce to the domestic _ 
market new, made-in-Canada products contain- 
ing milk ingredients. Currently, the number of 
projects with approval to receive an allocation of 
milk under the program is twenty-nine. 

_ Although close to 4.97 million hectolitres 
was requested by these applicants, for use over 
five years, the Selection Committee has-esti- 
mated that less than half of this amount will be 
used. The volume approved by the CMSMC for 
the program is equivalent to one percent of 


Sources: Statistics Canada, Agriculture Canada 


Market Sharing Quota, approximately 2.1 mil- 
lion hectolitres over the five-year period. 

In 1991-92, the use of milk under the pro- 
gram has increased from 1990-91, when few of 
the projects were in production. Nonetheless, 
only a small percentage of the milk allocated for 
the year was used. 


Rebate Program 
for Further Processors 


The Rebate Program for Further Processors 
came into’effect January 1, 1992. It is targeted to 
manufacturers who use dairy products as ingre- 
dients in finished food products that are subject 
to increased competition from imports. 

The Rebate Program was proposed by the 
Task Force on National Dairy Policy as a provi- 
sional response to recent competitive pressures 
being faced by Canadian food manufacturers. 

It is unique in that, in addition to producer 
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funding, processors contribute financially to. the 
rebate. 

‘To receive a rebate on dairy ingredients, 
applicants must demonstrate that the products 
they manufacture are at a competitive disadvan- 
tage to imports of similar products, owing to 
higher dairy ingredient costs. 

During the first seven months of the pro- 
gram, from January 1 to July 31, 1992, the 
Commission had committed to payments of 
approximately $3 million to 40 companies across 
Canada. The main dairy ingredients on which a 
rebate was paid were mozzarella and cheddar 
cheeses, butter, cream, and skim milk powder. 


-The CMSMC approved funding for the program 


from levies for the 1992~93 dairy year. 


INTERNATIONAL MARKETING 


Canada continued to export a variety of dairy 
products during the 1991-92 year, equivalent to 
approximately 4.7 million hectolitres of milk. 
An increase in cheese and evaporated milk 
exports to traditional and new markets 


compensated for a reduction in exports of whole 


milk powder. 

The situation on the international market 
for milk products improved noticeably in the 
past year. Prior to 1990, a steady increase in 
world milk production resulted in large stocks 
of butter and skim milk powder, and low world 
prices. In 1991, this trend ended with a sharp 
decline in world production..A further, though 
smaller, reduction is expected in 1992. This has 
meant a stabilization in butter stocks and a 
significant reduction in skim-milk powder 
inventories in most exporting countries. 

As a result, the world price of skim milk 
powder has increased in the last 12 months, and 
large increases have been recorded for whole 
milk powder, cheeses and sweetened condensed 
milk. Butter prices increased only slightly, due 
to large stocks in most producing countries, the 
result of weak demand for products high in but- 
terfat on domestic and export markets. 


DISPOSITION OF SKIM MILK POWDER 
(million kilograms) ; 


Exports 
Commercial sales 53.0 
CIDA (food aid program) ~ 76. 
Export Assistance Program | _ 0.9 


Domestic volumes : 
(under assistance and discount programs) 


Animal feed _ : 9.1 
Milk Bread Program . 0.5 
Skim Milk Powder ™ 


The Commission was very active on the skim~ 
milk powder market in 1991-92. Large opening 
stocks led it to increase sales to non-traditional 
markets. | 

Skim milk powder exports were up by more 


than 50 percent, to 61.5 million kilograms. At 


this level, the Commission was able to commit 
to sales of all current production as well as its 
stocks from early inthe year. 

In November 1991, Mexico resumed its 
purchases after a hiatus of almost a year, and the 
Commission shipped 16 million kilograms to 
this market during the dairy year. 


The Canadian International Development | 


Agency (CIDA) continued to purchase fortified 
skim milk powder for its food aid programs. — 
CIDA remains a significant client for this prod- 
uct. Other sales were made to North Africa, 
Asia, Central America, and the Caribbean. 


Butter Bog 


The Commission maintained its efforts to 
reduce its butter stocks, which have tended to 
grow as a result of a continuing decline in 
demand for butter in Canada and an increase in 
butterfat skim-off. During 1991-92, 9.8 million 
kilograms of salted and unsalted butter were 


_-exported, roughly equal to the volume exported: 


last year. Canada’s main markets were in 


| CHEESE EXPORTS 
(million kilograms) 
Dairy ~ Calandar 
year year 
/ 1991-92 1991 
_/ Aged Cheddar to EEC, 
- In Quota 2.9 2:7 
Out of Quota L5 1.4 
4.4 41 
| 4 Cheese-to the USA 
In Quota 3.3 220 
Out of Quota 0.4 0.4 
a 2.4 
Other Exports 8.2 5:7 
TOTAL EXPORTS ~ 16.3 12.2 


North Africa. Canadian: butter was also shipped 
to the Caribbean, Central at South America, 
and Southeast Asia. 


Rie inorated Milk 


Libya continues to be the Commission's main 
‘client for evaporated milk. A total of 

_| ~ 700,000 cartons were shipped to Libya, a 
65- “percent increase over the previous year. 


“Whole Milk Powder | 
Whole milk powder exports Licypped by 


30 percent in 1991-92, down from 12.1 
to 8.5 million kilograms. Algeria is the 
~Commission’s main customer for this 
product. Whole milk powder is also 

- Spo to South America. 


Dairy Product’ 
Export Assistance Program 


/ The main products exported under 
this program are cheese, butter, 


-_. sweetened condensed milk 
and UHT milk. 
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~ Assistance paid on cheese exports increased 
substantially in 1991-92, due in part to the 
growth in sales to Japan. The Commission paid 
assistance on 16.3 million kilograms of cheese, 
compared to 9.8 million kilograms for the 
previous year. 

A trade restriction imposed by the United 
States cost Canadian exporters the Puerto Rican 
market for UHT milk. It is hoped that the loss 
of this market will be temporary. 

Products exported under this program 
account for a large part of the Commission's 
exports of dairy products. The program enables 
Canada to broaden the mix of products des- 
tined for export and, therefore, to maximize 
exports of value-added products. 


or RRR eI ee 


Canada has long enjoyed 


a good reputation with its 


international trading 


partners. 


AR fa 


Chairman of the 


Commission, Roch Morin. 


The Canadian Dairy 
Commission has evolved over 
the years, with one abiding 
mission — to promote a 
healthy and viable dairy 
industry. Our annual reports 


trace this evolution. 
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THE CANADIAN DAIRY COMMISSION 


OUR FIRST 25 YEARS 


This year, the Canadian Dairy 
Commission celebrates 25 years 
of achievement. 

From the time of its 
inception, the Commission has 
benefitted the industry through 
greater coordination of govern- 
ment policies and programs, 
and by providing a framework | 
for federal and provincial 
government involvement in the 
industry. 

Its history began in March 1965, when a 
dairy advisory committee recommended that 
the Commission be created to tackle two 
problems that were critically afflicting the dairy 
sector: the lack of coordination between federal 
and provincial policies and the absence of an 
effective means to control milk production. 
Production controls were needed to ensure 
stable and reasonable prices for dairy products, 
and to prevent surpluses that were very costly to 
government. 

With the proclamation of the Canadian 
Dairy Commission Act on October 31, 1966, the 
federal government confirmed its commitment 
to.a healthy and viable dairy industry in 
Canada. 

Although the Commission considers the 
Canadian system of milk supply management as 
its main achievement — an achievement it 
shares with the provinces and with industry 
partners — it has also played a key role in 
ongoing policy development, the development 


of international and domestic 
markets for dairy, and research. © 
In July 1990, the federal 
government broadened the 
mandate of the Commission to, 
include the setting of dairy 
target and support prices. As 
recommended in the report of 
the Task Force on National 
Dairy Policy, the Commission 
_has continued to set the target 
and support prices after hearing 
the advice of its Consultative 
Committee, which has been 
restructured to represent industry and non- 
industry interests in pricing deliberations. 
The Commission owes much of its success 
to the cooperation of organizations such as 
Dairy Farmers of Canada, the National Dairy 
Council of Canada, the Dairy Bureau of 
Canada, and provincial milk marketing boards 
and agencies. With continued cooperation, the 
Commission looks forward to an equally 
productive future. 


MISSION STATEMENT 


The Canadian Dairy Commission plays a key 
role in the implementation of federal dairy pol- 
icy and thus promotes the development and 
maintenance of a healthy and viable dairy 
industry in Canada. Working closely with 
provincial milk marketing boards and agencies, 
producers, processors, and exporters, the Com- 
mission advises the Minister of Agriculture on 
matters relating to the dairy industry, and 


develops policies and programs which meet the 
needs of the industry while providing Canadian 
consumers with adequate supplies of quality 
_dairy products. 


~ Authority 
~- Created as a Crown Corporation in 1966 by 
virtue of the Canadian Dairy Commission Act 
(1966-67), the Commission is accountable to 
Parliament through the Minister of Agriculture 
and works closely with Agriculture Canada on 
matters relating to the dairy industry. 

The Commission has the authority to 
purchase, store, process, or dispose of dairy 
products; make payments to milk and cream 
producers for the purpose of stabilizing the price 
~ of industrial milk and cream; investigate mat- 
ters relating to the production, processing or 
_ marketing of any dairy product; help promote 
the use of dairy products; and receive funds for 
the disposal of dairy products. 


Obj ectives 


Two objectives are delineated in the - 
-_ Canadian Dairy Commission Act. 


* to provide efficient producers of milk and 
cream with the opportunity of obtaining a fair 
return for their labour and investment; 

* to provide consumers of dairy products with a 
continuous and adequate supply of dairy 


products of high quality. 


‘Main Areas of Activity 


The Canadian Dairy Commission has dual 

_ responsibilities — those financed by the 
Government of Canada through parliamentary 
appropriation and those financed by Canadian 
milk producers under the provisions of the 
National Milk Marketing Plan. 

The Commission advises the Minister of 
Agriculture on matters relating to dairy policy; 
determines domestic requirements for industrial 
milk and cream for the purpose of establishing 
Market Sharing Quota; establishes the target 
price for industrial milk based on cost of pro- 
duction data; and sets support prices for butter 


and skim milk powder and offers to purchase 
products at these prices. It also administers the 
government's monthly payment to producers on 
eligible milk and cream shipments intended to 
moderate the cost of dairy products to 
consumers; calculates the levy amount to be col- 
lected from producers by the provinces to cover 
costs associated with the marketing of dairy 
products by the Commission; exports dairy 
products and provides export assistance for 
products not needed for domestic consumption; 
and administers other marketing and promotion 
programs. 

The Commission also chairs the Canadian 
Milk Supply Management Committee which 
coordinates the management of industrial milk 
and cream supplies in Canada. 


ACHIEVEMENT OE 
CORPORATE GOALS FOR I99I— 92 


The Commission identified a number of goals 
for 1991-92, touching on a wide range of issues. 

A key factor in the Commission's ability to 
achieve its goals was the lack of resolution in the 
negotiations that are expected to lead to new 
trading rules — under the General Agreement 
on Tariffs and Trade (GATT). As a result, a new 
long-term dairy, policy has not been announced, 
and some recommendations of the Task Force 
on National Dairy Policy have been delayed. 


1. Implement government decisions for a 
long-term dairy policy, and, if so mandated by 
the government, establish the dairy target and 
support prices. 


The ‘Task Force on National Dairy Policy 
made 23 recommendations in its final report. 
Although the report did not lead to an 
announcement of a new long-term dairy 
policy, the Minister indicated that the 
Commission should move ahead on key 
recommendations under its jurisdiction. 

The Commission invited consumers and 
processors to the CMSMC table; implemented 
changes to the Offer to Purchase Program; 
partially shifted the relative weights of the 
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support prices for butter and. skim milk 
powder; developed a project to examine and 
improve the competitiveness of the Canadian 
dairy industry; developed and implemented 
a rebate program for dairy ingredient users; 
and facilitated a resolution to the 
jurisdictional disputes caused by skim-off 
(Recommendations 1, 8,9, 10, 20, and 12 
respectively). The Commission continues to 
facilitate discussions on the harmonization of 
provincial systems (Recommendations 15-17). 
The Commission set the target and sup- 
port prices for the 1991-92 dairy year, after 
hearing the advice of a restructured Consul- 
tative Committee (Recommendation 5). 


. Identify the obstacles to competitiveness 


throughout the Canadian dairy industry, 
particularly in relation to the United States, 
and develop strategies to overcome these hurdles. 


The Commission reported its work plan for a 
competitiveness study to the Deputy 
Ministers’ Steering Committee. Consultants 
were engaged to conduct a review of the 
work done on cost structures in the produc- 
tion and processing sectors, and to identify 
areas where efficiency could be improved. 

The Commission also began to develop 
a profile of the high-cost and low-cost farm- 
ing operations. The Commission hopes to 
identify programs which will allow producers 
to improve their cost-effectiveness. 


. Participate in discussions with industry 


executives, commencing at the level of national 
organizations, to develop a strategic plan of 
action to guide the dairy industry in the 1990's. 


Work on an industry strategic plan was 
begun at the Commission and at Agriculture 
Canada, but progress was stalled by the delay 
in an agreement at GATT talks. 

In June 1992, the Commission convened 
a meeting of dairy industry executives in 
order to move ahead, cooperatively, in the 
most critical areas of strategic planning. The 
meeting was the first in what is to become a 
series of meetings to develop and coordinate 


strategic plans for dairy program activities. 


. Implement changes to Canadian dairy policy as 


may result from a negotiated GATT outcome. 
The Commission’ role with respect to PPCE 


should be clarified. 


- The Commission presented two briefs to the 


Canadian International Trade Tribunal, 
which is conducting an inquiry into the allo- 
cation of import quotas for supply-managed_ 


~ commodities, as recommended by the Dairy | 


and Poultry Task Forces. These briefs pro-- 
posed a role for the Commission in the 
administration of increased imports or 
import quotas, in the case that the Canadian 
market is opened to greater access as part of a 
GATT deal. The Commission recommended. 
that import quotas be used, if possible, to 
assist dairy ingredient users. The Tribunal is 
expected to table its report in the fall of 1992. ry 


. Develop and implement market initiatives to 


* 


promote increased use of milk-fat in Canada. 


The Canadian Milk Supply Management 
Committee directed the Commission to 
develop initiatives to promote increased use 
of milk-fat in Canada and to develop specific 
projects. The Commission introduced the 


Butterfat Utilization Program in 


February 1992. 


Promote the need for and participate in a 


proposed review of all federal and provincial 
regulations which affect the production and 
marketing of dairy products. 


In the wake of Task Force recommendations, 
the Minister created a federal-provincial 
committee of Deputy Ministers of Agricul- 
ture, with the mandate and authority to 
undertake a regulatory review for dairy. 

At the same time, the Canadian Milk 
Supply Management Committee has created 
a subcommittee, chaired by the Commis- 
sion, to harmonize elements of provincial 
programs. To support its work, the Com- 
mission hired a consultant to preparea_ 
profile of milk pricing and classification 
policies in the provinces. 


- Senior Commission Personnel 


\/ 
{ 
¥ 


\ 


Top row 


(from left to right) 
Director, Strategic 
Planning, Policy and 
Communications 


Charles C. Birchard 
Director and Chief 


Economist, Economics 


R. Erik Kramar 


Director, Commercial 
Operations 
Gaétan Paquette 


Bottom row 


Director, Domestic and 
International Marketing 
Jocelyn Comtois 


Director, Finance, 
Administration and 
Human Resources 


Paul Simard 


Director, Internal Audit 
Bob Hansis 


Rowan Lalonde, previously Director of Domestic Marketing, left early in the dairy year, 
on a secondment to Agriculture Canada. | 


Richard Labossiére, Director of Subsidy Operations and Administration, retired this year 


PERSONNEL 
~The Commission believes that its success 
depends largely on the capability of its human 
resources and on the quality of the work envi- 
+ ronment. For this reason, it strives to implement 
_ policies that encourage personal and profes- 
sional development, and that maximize 
employee motivation and satisfaction. 
The Canadian Dairy Commission consists 
__ of three Commissioners appointed by Governor 
~\ -in Council, and a support staff of sixty-one. 
ic \This year, Clifford Mclsaac left after 
‘eleven years‘as Commissioner, to take on the 
role of Chairman of the National Farm 
Products Marketing Council, the government 
-agency that oversees all national marketing 
~ boards other than dairy. _ 
_ The Commission was dealt a blow in the 
tragic and sudden loss of Vice-Chairman, 
Kenneth McKinnon, on December 20, 1991. 


¥ 


i 
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after serving with the Commission since its inception. The Commission is grateful to 
Mr. Labossiére for his dedication and commitment over the years. 


He was one of the early and outspoken champi- 
ons of milk supply management in the 1960's. 
He had been one of the original members of the 
Ontario Milk Marketing Board, and became its 
Chairman in 1977, and then president of Dairy 
Farmers of Canada. 

Named Vice-Chairman of the Commission 
in 1986, Mr. McKinnon was also Chairman of 
the Task Force on National Dairy Policy from 
1989 to 1991. In this role, he was able to lead the 
various members toa consensus on difficult 
subjects. He has left a lasting stamp on the 
industry. . 

Frank Claydon, Assistant Deputy Minister 


_ at Agriculture Canada, has been appointed as 


Commissioner, on an interim basis, to assist the 
Chairman while candidates for appointments 


are considered by the Minister. 


The Commission’ offices are located in Ottawa. 


j 
/ 


The late Kenneth G. McKinnon. 
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THE CONSULTATIVE COMMITTEE 
TO THE COMMISSION 


The Canadian Dairy Commission Act provides 
for the establishment of a Consultative Com- 
mittee to advise the Commission on matters 
relating to the dairy industry. This nine- 
member Committee is appointed by the 
Minister of Agriculture and represents the inter- 
ests of milk producers, processors, further 
processors, and consumers. 

The Consultative Committee has the 
responsibility of advising the Commission as to 
the appropriate level for the target price of 
industrial milk, the processor margin, and the 
support prices for butter and skim milk powder. 
It also advises the Commission on the 
appropriate methodologies used to establish 
these numbers. | 

The Committee met six times during the 
dairy year. In addition to its deliberations for 
the February price review, and the August price- 
setting, it also considered changes to the cost of 
production formula and the processor margin 
calculation. The Committee recommended that 
the Commission-use the historical approach in 
calculating the target price until revised 
methodology is accepted. 

The Committee is also working on compet- 
itiveness in the dairy industry. It has discussed 
the Commission's overall plans in the area of 
improving competitiveness, and will analyse a 
profile of cost characteristics in the production 
sector. It will also address the work of 
consultants hired to review industry costs and to 
make recommendations to improve efficiency | 
and competitiveness. 

The Committee discussed the imple- 
mentation of the Rebate Program for Further 
Processors and other ways to assist users of dairy 
ingredients in competing with imported fin- 
ished foods, as well as other issues related to the 
dairy industry. | 

The Chair of the Consultative Committee is 
Neil Gray, former General Manager of Dairyland Foods. 
Other members of the Committee are Sandra Banks, 
Vice-President of Government Relations for Grocery 
Products Manufacturers of Canada; Vicki Billingsley, a 
consultant, retailer and consumer advocate; John Core, 


Chairman of the Ontario Milk Marketing Board; 


Honey Forbes, a lawyer, nurse and consumer advocate; 
Graham Freeman, Chairman and Chief Executive Officer 
of Ault Foods Limited; Dr. Gary Grant, a professor of — 
Economics and Business Management at the Nova Scotia 
Agricultural College; Robert Poirier, Director-General of 
the Industrial Milk Division of Agropur; and 

Claude Rivard, President of the Fédération des producteurs 
de lait du Québec. 


COMMENT ON FINANCIAL ISSUES 


In the past year, government departments and 
agencies have been called upon by Treasury 
Board to exercise fiscal restraint and to imple- 
ment governmental cost-cutting measures. The 
Commission was able to meet the need for fiscal 
responsibility through a combination of tight — 
management and streamlined operations. 

It should be noted that the Commission's 
administrative costs related to its marketing 
activities (30 percent of its administrative bud- — 
get) have been financed by producers since 1989, 
and that this has represented a considerable say- 
ings to the government. 

Early in 1992, Treasury Board called on 
government departments to implement a 
3-percent freeze on salaries in the 1991-92 fiscal 
year. [he Commission was able to realize a 
10-percent savings during the fiscal year, by 
adjusting its corporate structure to amalgamate 
the activities of certain sections. This allowed 
the Commission to eliminate certain manage- 
ment positions, and to re-orient its activities in 
response to recommendations of the Task Force 
on National Dairy Policy. 

A subsequent government cost-cutting | 


initiative closer to the end of the, fiscal year 


necessitated restraint in the non-salary operating 
budget. The Commission was able to demon- 
strate savings on travel and consultancy 
expenses. 

The Commission’s overriding responsibility 
is to ensure quality in its delivery of programs 


_and services. It is in this context that planned 


expenditures are subject.to ongoing review. 


MANAGEMENT RESPONSIBILITY 
FOR FINANCIAL STATEMENTS 


The financial statements of the Canadian Dairy 
Commission and all information in this annual 
report are the responsibility of management. 
The statements have been prepared in accor- 
dance with generally accepted accounting 
principles, using management's best estimates 
and judgements where appropriate. Financial 
information presented elsewhere in the annual 
report is consistent with the statements. 

In discharging its responsibility for finan- 
cial reporting, management maintains and relies 
on financial and management control systems 
and practices which are designed to provide 
reasonable assurance that transactions are 
authorized, assets are safeguarded, and proper 
records are maintained. These controls and 
practices ensure the orderly conduct of business, 
the accuracy of accounting records, the timely 
preparation of reliable financial information and 
the adherence to Commission policies and 
statutory requirements. 

The Audit Committee of the Canadian 
Dairy Commission, made up of the Commis- 
sioners, oversees management's responsibilities 
for maintaining adequate control systems and 
the quality of financial reporting. The Commis- 
sion’s external auditors and those conducting its 
internal audits have free access to the Audit 
Committee to discuss the results of their work 
and to express their concerns and opinions. 

The financial statements have been audited 
by the Auditor General of Canada, the indepen- 
dent auditor for the Government of Canada. 


Bee bre 


Roch Morin, Chairman 


Vel Gad. 


Paul Simard, Director of Finance 


AUDITOR’S REPORT 
To the Minister of Agriculture 


I have audited the balance sheet of the Canadian 
Dairy Commission as at July 31, 1992 and the 
statement of operations and financing by pro- 
ducer levies and the statement of dairy support 
program and costs financed by the Government 
of Canada for the year then ended. These finan- 
cial statements are the responsibility of the 
Commission's management. My responsibility is 
to express an opinion on these financial state- 
ments based on my audit. 

I conducted my audit in accordance with 
generally accepted auditing standards. Those 
standards require that I plan and perform an 
audit to obtain reasonable assurance whether the 
financial statements are free of material misstate- 
ment. An audit includes examining, on a test 
basis, evidence supporting the amounts and dis- 
closures in the financial statements. An audit also 
includes assessing the accounting principles used 
and significant estimates made by management, 
as well as evaluating the overall financial state- 
ment presentation. 

In my opinion, these financial statements 
present fairly, in all material respects, the financial 
position of the Commission as at July 31, 1992 
and the results of its operations for the year then 
ended in accordance with generally accepted 
accounting principles. As required by the 
Financial Administration Act, | report that, in my 
opinion, these principles have been applied on a 
basis consistent with that of the preceding year. 

Further, in my opinion, the transactions of 
the Commission that have come to my notice 
during my examination of the financial state- 
ments have, in all significant respects, been in 
accordance with Part X of the Financial 
Administration Act and regulations, the Canadian 
Dairy Commission Act and the by-laws of the 


PLEO 


D. Larry Meyers, FCA 
Deputy Auditor General 
for the Auditor General of Canada 


Commission. 


Ottawa, Canada 
October 2, 1992 
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BALANCE SHEET 
as at July 31, 1992 


1992 1991 
(in thousands) 
ASSETS 
Accounts receivable 
Trade $ 244 $ 1,603 
Government of Canada (Dairy Support Program) 22,549 33,431 
Producer levies 131,359 70,204 
Inventories (Note 4) 94,722 128,345 
$ 248,874 $ 233,583 
LIABILITIES 
Accounts payable and accrued liabilities $ 34,246 $. 42,071 
Direct support payments payable to producers 22,365 33,407 
Allowance for losses on disposal 
of surplus production (Notes 4 and 5) 32,991 25,827 
Loans from Government of Canada (Note 6) 150,791 136,647 
240,393 238,852 
EXCESS (DEFICIENCY) OF FINANCING 
BY PRODUCER LEVIES 
Excess (deficiency) at end of year (Note 3) 8,481 (5,269) 
$ 248,874 $ 233,583 


Approved: 


Kf Gace 


Chairman 


Cha 


Commissioner 


hal Gad 


Director of Finance 


The accompanying notes and schedule are an integral part of these financial statements. 


STATEMENT OF OPERATIONS 
AND FINANCING BY PRODUCER LEVIES 


for the year ended July 31, 1992 


1992 1991 


(in thousands) 


Export sales $ 168,460 $ 138,088 
Cost of goods sold 247,727 192,886 
Loss on export sales 79,267 54,798 
Domestic sales 74,198 55,482 
Cost of goods sold 76,687 56,105 
Loss on domestic sales 2,489 623 
Total loss on sales 81,756 55,421 
Assistance and expenses 127,120 137,608 
TOTAL COST OF OPERATIONS 208,876 193,029 


Less portion of administrative expenses financed by 


the Government of Canada 3,308 3,501 
Net cost of operations financed by producer levies 205,568 189,528 
Financing by producer levies (Note 3) 219,318 183,059 
Excess (deficiency) in financing of net cost of operations 13,750 (6,469) 
(Deficiency) excess at beginning of year (5,269) 11,975 

8,481 5,506 
Refunds of previous years’ excess — 10,775 


EXcCEss (DEFICIENCY) AT END OF YEAR $ 8,481 $ (5,269) 


The accompanying notes and schedule are an integral part of these financial statements. 
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STATEMENT OF DAIRY SUPPORT PROGRAM AND 
COSTS FINANCED BY THE GOVERNMENT OF CANADA 


for the year ended July 31, 1992 


1992 I99I 
(in thousands) 


Direct support payments to producers of 


industrial milk and cream $ 238,185 $ 254,286 
Administrative expenses 3,308 3,501 
Cost of production and dairy policy studies 436 786 
Total costs financed by the Government of Canada $ 241,929 $ 258,573 


The accompanying notes and schedule are an integral part of these financial statements. 
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NOTES TO 
FINANCIAL STATEMENTS 


July 31, 1992 
1. The Commission 


The Canadian Dairy Commission (the “Com- 
mission’), is an agent Crown corporation named 
in Part I, Schedule I! to the Financial Adminis- 
tration Act and is not subject to the provisions of 
the Income Tax Act. The objectives of the 
Commission, as established by the Canadian 
Dairy Commission Act, are “to provide efficient 
producers of milk and cream with the opportu- 
nity of obtaining a fair return for their labour 
and investment and to provide consumers of 
dairy products with a continuous and adequate 
supply of dairy products of high quality.” 

The Commission administers the dairy 
support program financed by the Government 
of Canada, under which it makes direct support 
payments to producers. In cooperation with the 
Canadian Milk Supply Management Commit- 
tee (CMSMC), which it chairs, the Commission 
undertakes the management and administration 
of operations financed by producer levies. 

The Commission purchases, at Canadian 
support prices, all butter and skim milk powder 
tendered to it. While most of the butter pur- 
chased by the Commission is later resold in the 
domestic market, most of the skim milk powder 
is in excess of domestic needs and is exported. 
The Commission sells production surplus to 
domestic requirements in the form of whole 
milk products, skim milk powder and butter on 
international markets at the prevailing world 
prices. Historically, these prices have usually 
been lower than Canadian support prices. The 
Commission also pays assistance to processors 
and exporters to assist them in disposing of 
dairy products directly. 


2. Significant Accounting Policies 


Foreign currency translation 


Substantially all sales in foreign currencies are 
hedged by currency conversion agreements and 
are translated into Canadian dollars at the 
exchange rates provided therein. Sales in foreign 
currencies that are not hedged are translated 
into Canadian dollars at the exchange rate in 
effect on the transaction date. 


Inventories 


Inventories are valued at the lower of cost or 
estimated net realizable value. 


Allowance for losses on disposal 

of surplus production 

The Commission establishes an allowance for 
losses on disposal of surplus production by 
reference to its outstanding purchase commit- 
ments, actual butter inventory levels at year-end 
relative to the normal levels, and world market 
prices. The Commission has determined normal 
year-end butter inventory levels to be 8 million 
kilograms. 


Excess (deficiency) in 

financing of net cost of operations 

Any deficiency or excess in the financing by 
producer levies of the net cost of operations 
may be carried forward and applied against 
future operations or recovered from or refunded 
to producers as determined by the Canadian 
Milk Supply Management Committee. Lump 
sum recoveries or refunds are recorded in the 
year declared. 


Pension plan 


Employees participate in the Public Service 
Superannuation Plan administered by the 
Government of Canada. The Commission's 
contributions to the plan are limited to 
matching the employee’s contributions for cur- 
rent service. These contributions are expensed 
during the year in which services are rendered 
and represent the total pension obligations of 
the Commission. 


3. Financing 


Government of Canada (Dairy Support Program) 


Agriculture Canada provides financing to the 
Commission for direct support payments to 
producers of eligible industrial milk and cream 
up to maximum amounts authorized by the 
regulations. 

A major portion of the Commission's 
administrative expenses as well as professional 
services relating to cost of production and other 
studies are financed by the Government of 


Canada. 
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Producer levies 

Producers are responsible for all costs of opera- 
tions not financed by the Government of 
Canada. These costs are financed through levies 
agreed to by the CMSMC, charged and collected 
by the provincial marketing boards and agencies 
and remitted to the Commission. 


Producer levies are comprised of: 


1992 1991 
(in thousands) 
Industrial milk 
In-quota levies $ 108,977 $ 143,641 
Over-quota levies 78,513 SI273 
187,490 174,914 
Fluid milk 
In-quota levies 27,318 — 
Butterfat skim-off 45510 8,145 
31,828 8,145 


Total $ 219,318 $ 183,059 


In past years, the costs of the Commission's 
operations not financed by the Government of 
Canada, have been financed primarily by indus- 
trial milk producers. During the year, the 


Commission began to implement a new CMSMC- 


approved financing arrangement under which 
these costs will be financed by provincial levy 
obligations based on total milk production, 
which comprises fluid milk sales and industrial 
milk production. The new arrangement is being 
phased-in over three years, with 45% of the costs 
of 1991-92 operations being financed based on 
total milk production and 55% based on the pre- 
vious levy structure. The percentage of financing 
based on total milk production increases to 75% 
in 1992-93 and 100% in 1993-94. 

Levies include $0.14 (to be reduced to $0.08 
for 1992-93) per hectolitre to cover the eligible 
costs associated with actual butter inventories up 
to normal levels determined by the Commis- 
sion. Levies also include $0.02 per hectolitre 
which is intended to finance the processors’ 
share of the Rebate Program for Further 
Processors. Thirteen percent of the expenses for 
this program are charged against amounts col- 
lected for this purpose. 


Amounts funded and expensed for these 


programs are as follows: 


Eligible Costs Rebate Program 
Associated with for Further 
Butter Inventory Processors — 


up to Normal Levels Processors’ Share 


1992 1991 1992 1991 
(in thousands) 
Opening 
balance $219 $1,200 $ — 5 
Funded 
during year 5,723 5,943 818 — 
Expensed 
during year (5,540) (6,924) (331) 
Closing 
balance $402 ¢ 219 $ 487 $— 


The closing balances are included in the excess 
(deficiency) of financing by producer levies at 
end of year and will be applied against the 
future costs of the respective programs. 

The Commission's administrative expenses 
of $4.9 million (1991 — $5.1 million) have been 
financed from producer levies and by the 
Government of Canada in the amounts of 
$1.6 million (1991 — $1.6 million) and $3.3 mil- 
lion (1991 — $3.5 million), respectively. 


4. Inventories 


Inventories are comprised as follows: 


1992 1991 
(in thousands) 
Cost 
Butter $ 92,058 $ 76,831 
Skim milk powder 12,202 91,061 
Other dairy products 5,126 12,342 
109,386 180,234 
Less allowance for writedown 
Butter (mainly unsalted) 7,736 1,502 
Skim milk powder 4,640 45,732 
Other dairy products 2,288 4,655 
14,664 51,889 


Net book value $ 94,722 $ 128,345 


In addition, in accordance with the Commis- 
sion’s accounting policies, the allowance for 
losses on disposal of surplus production has 
been established at $33.0 million (1991 — 
$25.8 million), primarily for the disposal of 
surplus butter production. 


5. Allowance for Losses on 
Disposal of Surplus Production 


In recognition, in part, of the decline in domes- 
tic butterfat requirements, the Commission has 
reduced the normal butter inventory level at 
year-end from to to 8 million kilograms of 
butter. This has resulted in a $7.9 million 
increase in the 1991-92 net cost of operations 
financed by producer levies and in the 
allowance for losses on disposal of surplus 
production. 


6. Loans from 
Government of Canada 


Loans from the Government of Canada, to a 
maximum of $300 million, are available to 
finance operations. Individual loans are 
repayable within one year from the date the loan 
is made. Principal and accrued interest are 
repaid on a regular basis as and when funds are 
available. The interest rates during the year were 
in accordance with normal rates established for 
Crown corporations by the government and 
varied from 9.897% to 5.283% (1991 — 13.922% 
to 8.763%). 


Loan transactions for the 
year are summarized as follows: 


1992 1991 


(in thousands) 


Balance at beginning of year —- $ 136,647 — $ 106,283 


Borrowings 266,729 234,873 
Payments (252,585) (204,509) 


Balance at end of year $150,791 $ 136,647 


Accrued interest atend of year $ 2,729 $ 2,388 


7. Representatives’ Fees 


The Commission has used the services of repre- 
sentatives for the sale of dairy products on the 
export market. Total fees for the year were 

$3.6 million (1991 — $2.4 million), and are 
included in cost of goods sold. 


8. Purchase Commitments 


As at July 31, 1992, the Commission was 
committed to purchase butter and skim milk 
powder produced prior to that date at Canadian 
support prices and other dairy products 
produced prior to that date at negotiated 
contract prices. These commitments amounted 
to approximately $6.0 million (1991 — $12.0 mil- 
lion). 


9. Related Party Transactions 


Included in export sales is an amount of 

$13.3 million (1991 — $13.3 million) of sales to the 
Canadian International Development Agency. 
These sales were carried out in the normal 
course of business and at the Commission’s 
established sales prices. 

In addition, government departments 
provided the Commission with certain adminis- 
trative services without charge. The cost of these 
services is not recorded in the Commission's 
accounts. 


10. Subsequent Event 


The Canadian Milk Supply Management 
Committee, at its meeting of September 23 and 
24, 1992, decided that the excess of financing by 
producer levies as at July 31, 1992 be retained by 
the Commission and applied against future 
operations. 


11. Financial Statement 
Presentation 


A statement of changes in financial position has 
not been included because, in the opinion of 
management, it would not provide any mean- 
ingful additional information. 
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ANNEXE DES OPERATIONS PAR TYPE DE PRODUIT 


pour lexercice terminé le 31 juillet 1992 


(en mulliers) 


1992 
Poudre de Lait Autres Poudre de 
Beurre lait écrémé évaporé produits* Total Beurre lait écrémé 

Ventes a l’exportation 12 634 $ 115 009 $ 16 490 $ 24 327 $ 168 460 $ 13.916 $ 81 240 $ 
Coit des ventes 33 482 155 134 19 677 39 434 247 727 34 759 99 702 
Pertes sur les ventes a |’exportation 20 848 40 125 3 187 I5 107 79 267 20 843 18 462 
Ventes a l’intérieur du pays 71 355 2 843** —- —_ 74 198 52 730 apie 
Coiit des ventes 71 080 5 607 —_— — 76 687 51 322 4 783 
Perte (marge) sur les ventes 

4 lintérieur du pays (275) 2 764 = = 2 489 (1 408) 2 031 
Total de la perte sur les ventes 20 573 $ 42 889 $ 3 187 $ 15 107 $ 81 756 19 435 $ 20 493 $ 
Aide et frais 
Aide a l’égard des produits laitiers 

— a l’exportation 1694 $ 1027 $ IOI $ 44 070 $ 46 892 1352 ass 631 $ 

— aT intérieur du pays I 117 II 527 — 2 049 14 693 201 9 380 
Moins-value des stocks 7 736 4 640 — 2 288 14 664 I 502 45 732 
Réclame et don 45 260 — — 305 4 067 159 
Frais de possession 6 915 4 386 324 422 12 047 7 768 4 704 
Provision pour créances douteuses —_ — oo 595 595 — — 

17 507 $ 21 840 $ 425 $ 49 424 $ 89 196 14890 $¢ 60 606 $ 

Provision pour pertes sur l’écoulement 

des surplus de production 32 991 
Frais d’administration 4 933 
Total de l’aide et des frais 127 120 
Total du cotit d’exploitation 208 876 $ 


*Comprennent la poudre de lait entier et le fromage 
**Vendu pour l’alimentation animale 


1991 
Lait Autres 
évaporé produits* Total 
10 313 $ 32 619 $ 138 088 $ 
II 104 47 321 192 886 
791 14 702 54 798 
ed a 55 482 
— — 56 105 
— —- 623 
791 $ 14 702 $ 55 421 
416 $ 24772 $ 27 171 
a ao 9 581 
4 275 380 51 889 
Ar: —_ 4 226 
561 745 13 778 
39 = i abe) 
5 291 $ 25 897 $ 106 684 
25 827 
5 097 
137 608 


.193 029 $ 
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The theme of this year’s 
report is “looking to the 
future”. Throughout the 
report, it ts clear that 
change 1s one constant in 
our industry. Market 
trends, potential trade 
agreements — these are 
Just two of the issues that 
have caused the 
Commission and its 
partners in the dairy 
sector to take stock and 
rethink the way we 
manage our industry. 
We have come far in 
addressing the challenges 
on the horizon. This is 
reflected in the graphic 
style of the report, 
which is meant to draw 
attention to words and 
phrases that capture the 
tone of change and the 
spirit of this industry as 
it looks to the future. 
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Letter to the Minister 


The Honourable Charles Mayer 
Munster of Agriculture and Agri-Food 
Ottawa, Ontario 


Dear Mr. Minister, 

We are pleased to report on the activities of 
the Canadian Dairy Commission for the dairy 
year ended July 31, 1993. 

A number of issues have dominated the agenda 
of the Commission and of the Canadian dairy 
industry in the last year. Two have been of parti- 
cular concern: the approaching cross-over in 
requirements for butterfat and non-fat solids in 
milk, and a potential agreement on agriculture, 
under the General Agreement on Tariffs and 
Trade. As a result, the industry has had to address 
possible changes to the system of milk marketing 
in Canada. 

In order to consider appropriate modifica- 
tions to the system, the Canadian Milk Supply 
Management Committee (CMSMC) was given the 
mandate, by producers, to deal with the recom- 
mendations of the Consultation Committee on 
the Future of the Dairy Industry, which submitted 
its report in December 1992. 

‘The CMSMC, chaired by the Commission, has 
made good progress on the issues it has addressed, 
including a common milk classification system, a 
method of allocating Market Sharing Quota to 
producers, the participation of processors, and the 
development of a national quota exchange. 

To facilitate discussions between primary 
stakeholders, the Commission has created two 
separate Action Committees. One is addressing 
the development of dairy ingredient markets, and 
the other is reviewing provincial policies associ- 
ated with the allocation of milk to plants, and 
examining other factors in the industry’s ability to 
respond well to the domestic market and to meet 
export market objectives. 

The consumption trends, which caused the 
industry to consider adjustments, abated some- 
what when the demand for butterfat experienced 
a significant increase in the last half of the year. 
Much of the turnaround can be attributed to the 
success of various price-incentive programs, like 
the Butterfat Utilization Program (reported on 
page 14) and the Rebate Program for Further 
Processors (page 14), administered by the 


Commission on behalf of the industry. Programs 
such as these have the potential to delay the cross- 
over for some time. 

The increase in butterfat consumption has led 
the CMSMC to increase marketing quotas for 
industrial milk production, by 2 percent at the 
start of the 1993-94 dairy year — the first increase 
in the national Market Sharing Quota since 1988. 

A number of changes were made to the Offer 
to Purchase Program, which were intended to 
prompt the industry to market its own butter 
rather than selling it to the Commission. ‘This 
year, we are able to report that these changes are 
serving the industry well, and overall program 
costs have been reduced. 

In addition, the Commission implemented 
storage programs for evaporated milk (June 1992), 
and for skim milk powder (April 1993). By cover- 
ing the costs of storage, these programs have been 
implemented to encourage the production of stor- 
able products when milk supplies are plentiful. 

After rationalization and internal reorganiza- 
tion, the Commission required less space and a 
different layout of its offices. As of September 
1993, we are located at 1525 Carling Avenue. 
‘The Commission was able to reduce rental costs 
in improving the suitability of its facilities. 

This year, the theme of the Commission’s 
annual report is “looking to the future”. The 
Commission works with its industry partners in a 
spirit of cooperation to facilitate the response to 
the many changes we will face in the years ahead. 

We have reported on the achievement of the 
Commission’s goals for 1992-93 on page 21. 


Yours sincerely, 


Roch Morin 


Chairman 


Frank Claydon 


Commissioner 


1992-93 Developments in Dairy Policy 


/s\ eae of issues have dominated the 
agenda of the Canadian dairy industry in 


the last year. Two were of particular concern: 


the approaching cross-over in requirements for 
butterfat and non-fat solids in milk, and 


* a potential agreement on agriculture, under 


the General Agreement on Tariffs and Trade. 


Each of these events could dramatically affect 
the programs operated by the Canadian Dairy 
Commission in support of supply management. 

The Canadian system of supply management, 
and the programs that support it, have been set 
up for an industry that is balanced on require- 
ments and production of butterfat. However, in 
recent years the industry has approached a point 
when domestic requirements would no longer be 
driven by demand for butterfat; the decline in 
the consumption of butterfat may mean, in the 
future, that the demand for non-fat solids in 
milk may overtake the demand for butterfat. 

At the beginning of the year, the system was 
operating very close to this “cross-over”. 

In addition, new trading rules, under the 
General Agreement on Tariffs and Trade, 
might require significant changes to the pro- 
grams operated by the Commission, not only 
producer-funded exports, but programs oriented 
to the domestic market as well. 

‘There was an urgent need for the industry to 
develop a coherent strategic response to these 
challenges. In answer, the industry set up a 
group of national representatives of producers, 
processors and marketers, called the Consulta- 
tion Committee on the Future of the Dairy 
Industry. The Chairman of the Canadian Dairy 
Commission was invited to play an advisory role 
on the Committee, as one of its five members. 

This group sought input from across the 
country and from all sectors, in order to draft 
recommendations to allow the industry’s milk 
marketing arrangements to properly respond to 
future changes. 


The Consultation Committee presented its 
report in December 1992. It made a number of 
recommendations that would, if put in place, 
substantially change current provincial and 
national milk marketing systems. The recom- 
mendations were intended to foster a more 
central and more rational approach to milk 
marketing, one that responds readily to the 
changing market and that improves the position 
of the industry in the event of new trading rules. 


Some of the notable recommendations include: 


* the removal of provincial boundaries in milk 
allocation to plants through the adoption of 
a national system 


* a single, national quota for fluid and industrial 
milk, and a national price pooling system 
for milk 


* a nationally uniform system of milk 
classification, and 


* the creation of special classes of milk, priced 
appropriately for target markets. 


There has been no consensus on the 
implementation of the recommendations, but 
the industry has agreed that these issues are at 
the top of the agenda for the short and medium 
term. Because the recommendations could affect 
the national arrangement for milk supply man- 
agement, producers identified the Canadian 
Milk Supply Management Committee, chaired 
by the Commission, as the appropriate forum to 
deal with many of the issues. 

Certain recommendations identify issues that 
call for urgent attention, and the Commission 
responded by striking two Action Committees, 
made up of the primary industry stakeholders. 

One committee is addressing the competitive 
pressures on the market for dairy ingredients, 
and the other is considering the provincial 
systems that control the allocation of milk to 
plants, and other factors in the industry’s ability 
to respond to the domestic market and to export 
market objectives. 
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Each of these 
events could 
dramatically affect 
the programs 
operated by the 
Canadian Dairy 
Commission in 
support of supply 
management. 


Thanks to the initia- 
tive of marketers 
and processors, 
Canadians enjoy an 
appetizing variety of 
cheeses. 


There was an 
urgent need for the 
industry to develop 
a coherent strategic 
response to these 
challenges. 


Supply management 
is the cornerstone 
of Canada’s national 
dairy policy. 


The signing of the 
National Milk 
Marketing Plan in the 
early seventies was 
a turning point in the 
industry. 


The National Dairy Policy 


he dairy industry is a key sector in the 

Canadian economy. Dairy farming gener- 
ated more than $3.3 billion in farm cash receipts 
in 1992, while dairy products shipped from pro- 
cessing plants were valued at over $7.5 billion. 

In Canada, milk is marketed as fluid milk, or 
as industrial milk. The fluid market (table milk 
and fresh cream) accounts for 41 percent of the 
milk produced, and the remaining 59 percent is 
manufactured into dairy products such as butter, 
cheese, yogurt, and ice cream. 

Each province governs the production and 
marketing of milk within its own borders, and 
sets pricing formulas, quota policies, and other 
regulations accordingly. Marketing activities 
related to industrial milk, which is manufactured 
into products that are shipped across provincial 
boundaries, are carried out jointly between 
the federal government and the provinces, 
according to the terms and conditions of a 
federal-provincial agreement, the National Milk 


Marketing Plan. 


National Milk Supply Management 


Canada adopted a system of supply management 
for industrial milk in the early seventies. Gone 
are the unstable markets, uncertain supplies 
and highly variable revenues for producers and 
processors common in the fifties and sixties. 
Supply management is the cornerstone of 
Canada’s national dairy policy. 

The purpose of milk supply management is 
to provide a balance between the supply of 
industrial milk and the demand for dairy prod- 
ucts. The domestic market is primarily supplied 
by Canadian milk production, except for a fixed 
volume of cheese imports and small amounts of 
other dairy products. 


The Canadian Milk Supply Management 
Committee (CMSMC) oversees the application 
of the National Milk Marketing Plan. Chaired 
by the Canadian Dairy Commission, the 
Committee has representation from producers 
and governments from all provinces except 
Newfoundland, which does not produce signifi- 
cant amounts of milk for industrial purposes. 
National representatives of consumers and 
processors participate as non-voting members. 

The CMSMC sets a national production 
target or Market Sharing Quota, which is 
constantly monitored and adjusted periodically 
to reflect changes in demand, as measured in 
terms of butterfat. The Plan establishes each 
province’s share of the national quota, and it 
contains provisions for the sharing of any 
increase or decrease in this quota. Each province 
allocates its share to producers according to its 
own policies. 

The system does not completely prevent 
surpluses, which are managed, for the most part, 
by export programs. Surplus can result from 
milk production in the small margin (called the 
sleeve) which is included in the national market- 
ing quota to prevent shortages on the domestic 
market. In addition, as a result of meeting 
requirements for butterfat, Canada’s dairy 
industry is faced with a structural surplus of 
non-fat solids. 

Under the Plan, producers assume responsi- 
bility for the costs of exporting dairy products 
that are not consumed in Canada. For this 
purpose, levies are collected by provincial 
authorities and remitted to the Commission. 
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Import Controls on Dairy Products 


In order to operate its national milk supply 
management system, Canada has adopted a 
wide range of measures to monitor and control 
imports of dairy products. Without these mea- 
sures, the stability provided by the national dairy 
policy would be undermined by imports, which 
are often highly subsidized by the countries that 
export them. ‘The Canadian government has 
established import controls which are adminis- 
tered by External Affairs and International 
Trade Canada under provisions of the Export 
and Import Permits Act. 


Target Price for Industrial Milk 


The target price is set at a level intended to pro- 
vide efficient milk producers with a return which 
will cover their labour, investment, and cash 
costs related to the production of industrial milk. 

The cost of producing milk is calculated from 
data collected by surveys on approximately 
350 farms in Ontario, Quebec, New Brunswick, 
and Manitoba. Thirty percent of the sample, 
made up of producers with the highest per- 
hectolitre costs, is eliminated for the purposes 
of calculating the target price. 

Since the mechanism measures costs on the 
farm on an annual basis, changes in the cost of 
producing milk can be reflected promptly in 
the target price. This is intended to pass the 
benefit of productivity gains at the farm to the 
consumer. 


Support for the Target Price 


The federal government supports the target 
price for industrial milk in the marketplace 
through two programs of the Canadian Dairy 
Commission. Producers receive direct support 
payments from the government on deliveries of 
industrial milk and cream produced to meet 
domestic requirements. These payments are part 
of the target price and are intended to moderate 
the price consumers pay for dairy products, thus 
stimulating consumption and helping to main- 
tain the size of the dairy industry. 

The Commission sets support prices for 
butter and skim milk powder, and offers to 
purchase products at these prices. This provides 
a mechanism whereby, with the direct support 
payment, producers can achieve the target price 
for their milk. Support prices are set at a level 
designed to provide manufacturers of dairy 
products with an assumed margin to cover costs 
and a return on their investment. 

‘Target and support prices are used as a 
guideline by the provincial agencies in setting 
their milk prices. The Offer to Purchase 
Program allows the Commission to hold butter 
and skim milk powder stocks, thus ensuring a 
supply in the event of an imbalance between 
production and demand. 


People from all 
walks of life, like this 
veterinarian, work 

in dairy on a day to 
day basis. Their 
commitment makes 
it a dynamic industry. 


This is intended to 
pass the benefit of 
productivity gains at 
the farm to the 
consumer. 


Embryo splitting in 
a laboratory — just 
one of the wonders 
of technology 
changing the face 
of dairying. 


Ice cream, one of 
our favorite ways to 
enjoy milk! 


The demand for but- 
terfat experienced a 
significant increase 
in the last half of the 
year. Much of the 
turnaround can be 
attributed to various 
price-incentive 
programs. 


MILK SUPPLY MANAGEMENT 


t the beginning of the 1992-93 dairy year, 
the national Market Sharing Quota 
(MSQ) was reduced by 3 percent, from 42.36 to 

41.1 million hectolitres, to allow for domestic 
requirements of 39.5 million hectolitres and a 
production sleeve of 4 percent (1.6 million hec- 
tolitres). This reduction followed a long-term 
downturn in requirements for industrial milk, 
measured on a butterfat basis. 

While butterfat consumption had been in 
decline for several years, the consumption of 
non-fat solids had increased or remained stable. 
In 1992-93, the Canadian dairy industry was 
close to experiencing a “cross-over”, where 
demand for milk would be higher if based on 
requirements for non-fat solids than if based 
on requirements for butterfat. 

In recent years, an increasing amount of 
butterfat has been “skimmed off” in the process- 
ing of fluid and industrial milk. This butterfat is 
used to manufacture dairy products — primarily 
butter, ice cream, and some cheeses — and ulti- 
mately displaces raw milk production. Therefore, 
butter has become increasingly a by-product of 
other industrial and fluid products. 


Provincial Share of National 
Market Sharing Quota (MSQ) 
(millions) 

Kilograms — Hectolitres 
July 31, 1993 of butterfat of milk % 
Prince 
Edward Island 3.020 0.839 2.0 
Nova Scotia 1.919 0,533 3 
New Brunswick 1.853 0.515 13 
Quebec 70.183 19.495 47.4 
Ontario 45.495 12.637 30.7 
Manitoba 5.623 1.562 3.8 
Saskatchewan 3.686 1.024 25 
Alberta 9.748 2.708 6.6 
British Columbia 6.575 1.826 4.4 
CANADA 148.101 41.139 100.0% 


The 1992 —93 Dairy Year in Review 


Domestic Requirements — 
Solids Non-Fat and Butterfat 


(million hectolitres of milk) 
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In the past, there have been surpluses of 
non-fat solids, produced as the result of meeting 
domestic requirements for butterfat. The 
Commission has developed and implemented 
a variety of programs — including domestic 
animal feed assistance and export sales — to 
dispose of surplus skim milk powder. More 
recently, stocks of this commodity have declined 
to levels that have caused the Commission to 
evaluate the need for maintaining these pro- 
grams on an ongoing basis. ‘The Commission is 
also considering how existing or new programs 
might be used to buffer the market for non-fat 
solids. 

The demand for butterfat experienced a 
significant increase in the last half of the year. 
Much of the turnaround can be attributed to 
various price-incentive programs, like the 
Butterfat Utilization Program and the Rebate 
Program for Further Processors, administered 
by the Commission on behalf of the industry. 
Programs such as these have the potential to 
delay the cross-over for some time. 

Production for the year totalled 41.9 mil- 
lion hectolitres, 6.0 percent below the 1991-92 
level. Of this, 0.8 million hectolitres was above 
the quota established for the year. 

By the end of 1992-93, domestic require- 
ments for butterfat were determined to have 
risen slightly, by 0.2 percent, to 39.59 million 
hectolitres. At the same time, requirements for 
non-fat solids fell by 2.5 percent. 
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The increased demand for butterfat allowed 
the Canadian Milk Supply Management 
Committee to increase quota by 2 percent for 
the start of the 1993-94 dairy year, the first 


increase since 1988. 


Activities of the Canadian Milk Supply 


Management Committee 


The Canadian Milk Supply Management 
Committee (CMSMC) regularly considers 
economic and marketing factors which affect the 
industry. These include trends in domestic 
consumption and production, forecasts of the 
Commission’s skim milk powder and butter 
purchases, and export market conditions. It also 
reviews reports pertaining to the Commission’s 
marketing operations and promotional activities, 
provincial levy obligations and their application, 
and provincial quota allocations. 

In the dairy year, the CMSMC has had to 
address possible changes to the system of milk 
marketing in Canada, primarily because of the 


Industrial Milk Production 
and Requirements 


(million hectolitres) 


Surplus 

Total Canadian production 

MSQ requirements’ Production (deficit) 
1985-86 46.6 46.6 46.9 0.3 
1986-87 46.6 47.0 46.8 (0.2) 
1987-88 47.3 47.2 48.5° 3 
1988-89 47.4 46.7? 48.8 Zell 
1989-90 46.1 45.4 47.0 1.6 
1990-91 44.7 43.4 45.8 2.4 
1991-92 42.4 41.1 44.6 35 
1992-93 41.1 41.2 41.9 0.7 


‘Actual domestic requirements as determined at year-end plus a sleeve 
and the additional MSQ approved by the CMSMC. 


“Includes 0.1 million hectolitres of additional quota for 
British Columbia and Nova Scotia. 


Provinces were permitted to produce up to 3% above their MSQ at 
the sleeve levy rate. 


expected cross-over in requirements, from but- 
terfat to non-fat solids in milk, and a potential 
agreement on agriculture under the General 
Agreement on Tariffs and Trade. 

In order to consider appropriate modifica- 
tions to the system, the CMSMC was given the 
mandate, by producers, to deal with the recom- 
mendations of the Consultation Committee on 
the Future of the Dairy Industry. 

The Subcommittee of the CMSMC, with its 
mandate to promote greater harmonization in 
the provinces’ milk marketing arrangements, 
was the natural forum for discussion of many of 
these issues. Nonetheless processors felt that 
they were not adequately represented in discus- 
sions that were expected to have a significant 
impact on their sector. 

To facilitate discussions between primary 
stakeholders on areas that require particular 
attention, the Commission has created two sepa- 
rate Action Committees, outside of the scope of 
the CMSMC. One is addressing the development 
of dairy ingredient markets, and the other is 
reviewing provincial policies associated with the 
allocation of milk to plants, and examining other 
factors in the industry’s ability to respond well 


The increased 
demand for butterfat 
allowed the 
Canadian Milk 
Supply Management 
Committee to 
increase quota by 
two percent. 
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Production of Industrial 
Milk and Cream 
(thousand kilograms of butterfat) 

1990-91 1991-92 1992-93 
Prince 
Edward Island 3,076 3,082 2,998 
Nova Scotia 2,293 2,201 2,004 
New Brunswick DOG) 2,096 1,874 
Quebec 76,840 74,829 70,387 
Ontario 51,657 50,798 47,065 
Manitoba 6,423 O28 5,766 
Saskatchewan 4.265 4,030 3,910 
Alberta 11,226 10,431 10,067 
British Columbia Giro 6,807 6,742 
CANADA 164,728 160,497 150,813 
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In the Canadian 
dairy case, variety 
goes hand in hand 
with quality. 


Picking up and 
delivering milk, this 
specially designed 
truck has one 
purpose — to keep 
it fresh. 


The dairy industry 
has come a long 
way. We can only 
guess at the 
potential markets. 
Could tomorrow’s 
soaps and face 
creams contain dairy 
ingredients? 


to the domestic market and to meet export 
market objectives. 

On the issues it has addressed, the CMSMC 
has made good progress. 


Common milk classification system — In order 
to be competitive, today and in the future, the 
system of milk marketing must become more 
uniform nationally, and more cohesive. In the 
event that the industry moves to any form of 
national or regional milk pooling, a common 
system of milk classification will be an essential 
first step. On the recommendation of the Con- 
sultation Committee on the Future of the Dairy 
Industry, the CMSMC worked on the develop- 
ment of a system for use by all provinces. By the 
end of the year, a new national system, which 
could be implemented for the 1994-95 dairy 
year, had received broad provincial support. 


Method of allocation of MSQ to producers — 
‘The Committee considered the issue of how 
Market Sharing Quota should be issued to 
provinces when the level of domestic require- 
ments for non-fat solids becomes greater than 
for butterfat. A number of options were 
explored, and an interim system was developed, 
for use in the event that requirements were 
higher for non-fat solids at the start of the 
1993-94 dairy year. However, demand for but- 
terfat increased throughout the year, and it was 
decided that MSQ should continue to be issued 
to provinces on a butterfat basis. 


Participation of processors — Dairy Farmers of 
Canada and the National Dairy Council of 
Canada forged a strategic alliance, in order to 
work effectively on the recommendations of the 
Consultation Committee. In recognition of this 
agreement, provinces have been invited to 
include processor representatives within their 
delegations to the CMSMC. 


Development of a national quota exchange — 
The Committee considered a proposal for a 
national exchange, whereby producers would 
have the opportunity to buy or sell industrial 
milk quota on a national basis. The Task Force 
on National Dairy Policy (1991) had indicated 
that such an approach would add flexibility to 
the National Milk Marketing Plan. However, the 


Report of the Consultation Committee indicated 
that it would be preferable to pursue increased 
harmonization before a system for transferring 
quota between provinces is implemented, and 
the CMSMC members agreed. 


LEVIES 


nder the National Milk Marketing Plan, 

milk producers assume responsibility for 
the costs associated with the export of dairy 
products not required for domestic consump- 
tion. Levies for this purpose are collected by 
provincial marketing boards and agencies 
through deductions from payments to milk 
producers, and they are subsequently remitted 
to the Commission on a monthly basis, in 
accordance with rates and conditions established 
by the Canadian Milk Supply Management 
Committee. These levies are also used to finance 
special programs approved by the CMSMC and 
designed to increase domestic utilization of 
dairy products. 

During the 1992-93 dairy year, the 
Commission continued to implement the 
CMSMC-approved plan to modify the method 
of calculating provincial levy responsibility. 

It was the second year of a plan that is to be 
phased in over a three-year period. 

For 1992-93, provinces remitted their share 
of in-quota levies on the following basis: 


¢ 25 percent of the province’s in-quota levy 
obligation was applied according to the previ- 
ous method — on production within MSQ, 
plus a per-hectolitre charge on net skim-off 
from fluid milk; and 


¢ 75 percent of its obligation was applied on all 
fluid milk sales and industrial production 
within Market Sharing Quota. 


In the 1993-94 dairy year, each province’s 
entire in-quota levy obligation will be applied 
over all milk — its fluid milk sales and industrial 
production under MSQ. 

Each province’s levy responsibilities for 
deliveries above its share of quota were based 
on the disposal costs of surplus butterfat and 
non-fat solids produced in the province. 
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Levies Remitted by the Provinces — 

| Industrial Milk and Cream Sector 

| (in thousands) 

1990-91 1991-92 1992-93 
Prince 
Edward Island § 2,934 Sa 28 $ 1,053 
Nova Scotia 3,428 3,443 2,244 
New Brunswick 2,831 2,554 1,388 
Quebec 76,430 82,913 31,754 
Ontario 54,710 66,508 38,181 
Manitoba 6,472 7,026 4,015 
Saskatchewan 4685 3,788 4,243 
Alberta 14,487 10,827 8,512 
British Columbia 8,937 8,153 6,033 
CANADA $174,914 $187,490 $97,423 


In 1992-93, the over-quota rates ranged from 
$33.24 to $35.23 per hectolitre, depending on 
the average yield of fat and non-fat components 
in the province’s milk. 

The rate on over-quota deliveries of cream 
was increased from $5.61 to $5.91 per kilogram 
of butterfat to reflect butterfat disposal costs. 

In 1992-93, levies included an $0.08 charge 
per hectolitre of industrial milk, to cover costs 
associated with maintaining the Commission’s 
butter inventories at levels sufficient to assure 
domestic supply, as well as $0.02 per hectolitre 
as a processor contribution to a rebate fund for 
food manufacturers using dairy ingredients. 

In 1992-93, provincial milk boards and agen- 
| cies remitted a total of $136.78 million in levies 
~ to the Commission, from the industrial and fluid 
sectors, for production within and over quota. 

The contribution from the fluid sector has 
increased this dairy year with the continuing 
| changes to the levy structure. Levies collected 
| 


on fluid milk sales, at $37.02 million, and the 
total charged on net skim-off, at $2.34 million, 
__ bring the total contribution from this sector to 
| $39.36 million, up from $31.83 million 

in 1991-92, 


Contribution from the Fluid Milk Sector 
(in thousands) 

1990-91! 1991-92? 1992-93? 
Prince 
Edward Island $ 40 by 165 $ 463 
Nova Scotia 307 1,215 966 
New Brunswick 198 751 W195 
Quebec 1,429 7,790 14,898 
Ontario 4,119 13,040 13,574 
Manitoba 374 1,280 1,468 
Saskatchewan 288 1,095 1,152 
Alberta 850 3,026 3,422 
British Columbia 540 3,466 3,001 
CANADA $ 8,145 $31,828 $39,359 
‘Calculated at a rate of $1.25 per hectolitre on the volume of net 
skim-off for each province in the preceding calendar year. 
Levies applied on provincial fluid milk sales, plus a charge on 
net skim-off. 


The CMSMC approves a budget that uses 
projected marketing costs to establish overall 
provincial levy obligations. The calculation of 
actual levy rates applied to producers has been 
left to the provinces. 


IMPORT CONTROLS 
ON DAIRY PRODUCTS 


Ni: significant changes were made to the 
import control structure for dairy products 
in 1992-93. Canada maintains import quotas 
for ice cream, yogurt, buttermilk powder, 
condensed milk, and cheese. In 1978, the annual 
import quota for cheeses was set at 20.4 million 
kilograms, and it has remained unchanged since. 
It represents substantially greater access for 
cheese into the Canadian market than is granted 
in proportional terms into the United States or 
the European Community. 

In 1992-93, External Affairs and Interna- 
tional ‘Trade Canada made a preliminary ruling 
to control imports of sucrose-cream blends, 
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The contribution 
from the fluid sector 
has increased this 
dairy year with the 
continuing changes 
to the levy structure. 


Food Research 

and Development 
Centre, 

St. Hyacinthe, 
Quebec. Research 
is the key to unlock 
future possibilities. 


The federal govern- 
ment again renewed 
the Commission’s 
authority to set 

the dairy target and 
support prices for 
1993-94. 


Pizza or string 
cheese — any way 
you stretch it, 
cheese tastes great! 


containing 49 percent cream, as ice cream mix. 
The Department of Justice has been asked to 
rule on the validity of this decision. Until this 
matter is resolved, imports of these blends have 
been allowed, under permit. 

It is still anticipated that there will be a 
successful conclusion to the negotiations toward 
a new agricultural accord under the General 
Agreement on Tariffs and Trade (GATT). Until 
the accord is finalized, Canada will postpone the 
implementation of a 1989 decision of a GATT 
panel that determined that Canada’s import 
quotas on ice cream and yogurt did not conform 
with GATT provisions. 

The Canadian International Trade Tribunal 
(CITT) conducted an inquiry into the allocation 
of import quotas. The report supported the 
use of an auction system to allocate quotas to 
importers of cheese and other dairy products. 
Industry stakeholders joined together to respond 
to the CITT report. It remains for the govern- 
ment to decide how to deal with the recommen- 
dations of the CITT and of the industry, in order 
to revise or renew arrangements for managing 
import quotas. 


TARGET PRICE FOR 
INDUSTRIAL MILK 


- the 1992-93 dairy year, the federal 
government extended the Commission’s 
authority to set the target price for industrial 
milk, the processor margin, and the support 
prices for butter and skim milk powder, after 
the Commission receives advice from its 
Consultative Committee. 

On August 1, 1992, the target return to 
producers for industrial milk was maintained at 
$49.76 per hectolitre (containing 3.6 kilograms 
of butterfat). The cost data the Commission 
used showed a marginal decrease, of 0.1 percent, 
but the target return was maintained to ensure 
stability in producer and consumer prices. 

At the same time, the butter carrying charge, 
which is included in the target price, was 
reduced from $0.14 to $0.08 per hectolitre. 
This charge is remitted to the Commission 
through producer levies. The reduction in the 


carrying charge was reflected in a lower support 
price for butter. 

In addition, an amount of $0.02 per hectolitre 
was included in the target price, as a processor 
contribution to a rebate program for food 
manufacturers using dairy ingredients. This 
amount, also collected through levies, was not 
reflected in support prices. With the addition 
of these two charges, the target price totalled 
$49.86 per hectolitre. 

For February 1, 1993, the cost of production 
data showed an increase, but not the 2-percent 
difference that has been required to trigger a 
mid-year adjustment in the past. Nonetheless, 
the Commission elected to increase the pro- 
ducers’ target return, from $49.76 to $50.26 per 
hectolitre. 

While a 2-percent threshold was appropriate 
in an era of higher inflation, the Commission 
decided that a lesser change in cost data could 
trigger a price adjustment, in light of current 
economic conditions. 

The Commission placed more of this 
increase, 60 percent, on the support price for 
skim milk powder, and the remainder on the 
price for butter. This shifts the relative weights 
of the support prices, away from butter and onto 
powder, and it is in line with market trends and 
respects a recommendation of the Task Force on 
National Dairy Policy (1991). 

The federal government again renewed 
the Commission’s authority to set the dairy 
target and support prices for 1993-94. 


Target Price for Industrial Milk 
(per hectolitre) 


1991 August 1 $49.92! 
1992 August | $49.86" 
1993 February | $50.36 


Includes $0.14 to cover all eligible costs associated with actual butter 
inventories, up to normal levels determined by the Commission, and 
$0.02 as a processor contribution to a rebate fund for dairy 
ingredient users. 


“Includes $0.08 to cover all eligible costs associated with actual butter 
inventories, up to normal levels determined by the Commission, and 
$0.02 as a processor contribution to a rebate fund for dairy 
ingredient users, 
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On August 1, 1993, the Commission increased 
the target return to producers by 1 percent, 
to $50.76 per hectolitre. 


SUPPORT PRICES FOR BUTTER 
AND SKIM MILK POWDER 


O' August 1, 1992, the support price for 
skim milk powder remained at $3.304 per 


kilogram, while the price for butter was reduced 
from $5.331 to $5.317 per kilogram. The reduc- 
tion in the butter support price was a result of 
lower butter carrying charges. These costs are 
passed to the market in the support price 
structure. 

The processor margin included in the calcu- 
lation of the support prices remained unchanged 
at $7.52 per hectolitre. 

When the target price was adjusted in 
February 1993, the support prices were set at 
$5.363 per kilogram for butter and $3.339 per 
kilogram for skim milk powder. 


Federal Support Prices for 
Butter and Skim Milk Powder 
(per kilogram) 

Skim 
Effective milk 
date Butter powder 
199] August 1 $5.331 $3.304 
1992 August | $5.317 $3.304 
1993 February 1 $5.363 $3.339 

DIRECT SUPPORT 


PAYMENTS TO MILK PRODUCERS 
Ur the federal program supporting the 


target price for industrial milk, producers 
receive direct support payments for milk and 
cream shipments produced to meet domestic 
requirements. 

In the 1992-93 dairy year, monthly 
payments were made at the rate of $1.675 per 
kilogram of butterfat ($6.03 per hectolitre of 
milk containing 3.6 kilograms of butterfat). This 
rate had remained unchanged since 1975, when 


Support Price Structure — February 1, 1993 


TARGET PRICE FOR INDUSTRIAL MILK 


$50.36 per hectolitre 


($50.34 plus $0.02 as a processor contribution to a rebate fund for dairy ingredient users) 


Butter Skim Milk Powder 
Support price Support price Direct 
required to meet required to meet Processor Payment to 
target price target price Margin Milk 
(per kilogram) $ 5.363 (per kilogram) $ 3.339 67.57 + Producers 
Amount in Amount in per hectolitre $6.03 
one hL of milk X 4.365 kg onehLofmilk x8.51kg per hectolitre 

$23.409 $28.415 
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On August 1, 1993, 
the Commission 
increased the target 
return to producers 
by one percent. 


These changes are 
serving the industry 
well... and the 
overall costs of the 
programs decreased 
in 1992-93. 


Innovation has 
touched every 
aspect of the 
industry. This state- 
of-the-art milking 
parlour proves 

the point. 


it represented 24 percent of the target price for 
industrial milk. In 1992-93, it represented 
12.1 percent of the target price. 

Total payments to producers reached 
$238.73 million for 142.52 million kilograms 
of butterfat (39.59 million hectolitres of milk), 
produced for domestic consumption. This is 
almost equal to payments in the previous year, 
at $238.18 million. 


Direct Support Payments to Producers 
of Industrial Milk and Cream 
(in thousands) 
1990-91 1991-92 1992-93 

Prince 
Edward Island $ 4,938 $ 4938 $ 4,867 
Nova Scotia 3,350 BIDS 3,093 
New Brunswick 3,318 3,095 2,987 
Quebec 120,329 112,096 113,130 
Ontario 78,973 73,788 73,335 
Manitoba 9826 9164 9,063 
Saskatchewan 6,543 6,101 5,941 
Alberta 16,872 15,736 15,714 
British Columbia 10,137 10,142 10,598 
CANADA $254,286 $238,185 $238,728 
Number of Dairy Farms 

1990-91 1991-92 1992-93 
Prince 
Edward Island 650 614 566 
Nova Scotia 655 622 560 
New Brunswick 526 49] 467 
Quebec 14,043 13,415 12,659 
Ontario 10,549 10,233 9,770 
Manitoba 1,956 1,824 1,677 
Saskatchewan iL A? 1,150 1,024 
Alberta 2,015 1,864 1,692 
British Columbia 1,002 987 943 
CANADA 32,678 31,200 29,358 


On August 1, 1993, as a result of federal 
expenditure cuts, the rate of the direct support 
payment was reduced by 10 percent, to 
$1.508 per kilogram of butterfat, or $5.43 per 
standardized hectolitre. 


COMMERCIAL OPERATIONS 


Offer to Purchase Program 


he Offer to Purchase Program provides 

butter manufacturers with two options to 
sell butter to the Commission — Plan A and 
Plan B. Under Plan A, processors may sell to, or 
purchase from the Commission, butter in 
25-kilogram blocks at the support price. Plan A 
is used mainly by firms that produce more butter 
than they can market, or by manufacturers that 
require butterfat. It is basically a surplus-removal 
program. 

Under Plan B, butter manufacturers may sell 
butter in blocks or in print form to the Commis- 
sion, and must repurchase this butter within one 
calendar year. Plan B is used by firms to balance 
the seasonality of their production and sales over 
the year. 

A number of changes were made to the Offer 
to Purchase Program at the outset of the 
1991-92 dairy year. The changes were intended 
to prompt the industry to market its own butter 
rather than selling it to the Commission under 
Plan A, and to encourage the industry to put 
butter directly into prints, thereby minimizing 
reworking costs. 

These changes are serving the industry well. 
In the last two dairy years, Plan B purchases and 
sales have doubled from 5,000 tonnes to over 
10,000 tonnes. During the same period, Plan A 
sales to the domestic market have decreased to 
less than 4,000 tonnes from 8,000 tonnes in 
previous years. Because of shorter storage 
periods, the Commission’s costs associated 
with stocks under Plan B are lower than under 
Plan A, and the overall costs of the programs 
decreased in 1992-93. 
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Plan B programs for evaporated milk and for 
skim milk powder — In June 1992, the Com- 
mission implemented a storage program for 
evaporated milk, similar to the Plan B for butter, 
and it introduced a Plan B program for skim 
milk powder in April 1993. Both programs are 
funded by producers, with the approval of the 
Canadian Milk Supply Management Commit- 
tee. By covering the costs of storage, these 
programs have been implemented to encourage 
the production of storable products when milk 
supplies are plentiful. 


Butter and skim milk powder inventories — 
The Commission began the 1992-93 dairy year 
with 17.05 million kilograms of butter and 

3.73 million kilograms of skim milk powder in 
inventory. During the year, the Commission 
purchased 16.46 million kilograms of butter and 
20.75 million kilograms of skim milk powder. 
Sales of 25.40 million kilograms of butter and 
16.15 million kilograms of skim milk powder left 
respective closing inventories of 8.11 and 

8.33 million kilograms, at July 31, 1993. 

The Commission’s purchases of skim milk 
powder for 1992-93 extended a four-year trend 
of record lows. The substantial decline is due to 
the reduced availability of non-fat solids in 
the system. 


Carrying charges — Carrying charges associ- 
ated with the Commission’s Offer to Purchase 
Program for salted butter and skim milk powder 
were $4.07 million in 1992-93. 

To cover the costs of normal butter inventory 
levels — stocks held by the Commission to 
ensure domestic demand is adequately supplied 
a charge is added to the target price for milk 
and passed on to the market through the support 
price structure. This surcharge is recovered by 
the Commission through producer levies. The 
1992-93 rate, at $0.08 per hectolitre of indus- 
trial production, was reduced from the previous 
year, when it was $0.14, as a result of a decision 
of the CMSMC to maintain lower normal butter 
stock levels, and due to lower costs of financing. 

Since August 1989, producers have paid, 
through levies, the total costs of storage, 
transportation and interest, incurred by the 
Commission on surplus butter and skim milk 
powder. 


Butter transportation assistance — The purpose 
of transportation assistance is to stabilize the 
price of butter and ensure its availability across 
Canada. Under this program, the Commission 
makes its inventories available, at various basing 
points, to reworkers across the country. In addi- 
tion, the Commission provides assistance on the 


In order to remain 
competitive, proces- 
sors must stay 

at the forefront of 
technological 


A dairy farm is more 


transportation of butter in prints into the 
province of British Columbia. 


than a beautiful 


landscape: it is a 
Marketing Activities of the Commission fine example of 
EES) Animal Feed Assistance Program SEIN STESIES, 
Stocks at Funded by producer levies, the program is mre si ae 
Purchases Sales year-end intended to contribute to the domestic utiliza- eo pidge bth 
Butter tion of skim milk solids. The program provides ieee 
1990-91 17.38 90.46 14.67 financial assistance to animal feed manufacturers 
for the purchase of these solids as a feed ingredi- 
5 5) 5 = ; : : 
1991-92 25.71 23.33 17.05 ent. Skim milk solids used under this program 
1992-93 16.46 25.40 8.11 are surplus to Canadian requirements and would 
otherwise be exported. 
Skim milk powder The rate of assistance reflects the Commis- 
1990-91 48 63 40.43 29.09 sion’s support price for skim milk powder in 
ate oR on i relation to the world price. On August £1992. 
it was set at $1.304 per kilogram, and it was 
1992-93 20.75 16.15 8.33 decreased to $1.289 per kilogram on 
February 1, 1993. 
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The producer- 
funded Butterfat 
Utilization Program 
has been a success, 
particularly in the 
bakery sector. 


The Domestic Dairy 
Product Innovation 
Program assists 
innovators, like this 
family making 
paneer (an East 
Indian cheese), 

to develop new 
markets in Canada. 


The total volume on which assistance was 
provided in 1992-93 is lower than in the previ- 
ous dairy year (6.71 compared to 7.31 million 
kilograms) largely because of increasing substitu- 
tion of skim milk solids by other sources of 
protein in animal feed. Assistance on fresh skim 
milk powder used in animal feed was suspended 
for two months in the fall, to alleviate pressure 
on fresh milk supplies and to facilitate the rota- 
tion of Commission stocks. Payments under this 
program totalled $8.85 million in 1992-93. 

During the year, the Commission reviewed 
the role of this program, in light of domestic 
market trends and the diminishing availability 
of surplus skim milk solids. In May 1993, the 
CMSMC approved the continuation of this 
program, with restrictions on the quantities 
covered and on the eligibility period to limit the 
program’s effect on domestic supplies. 


The Butterfat Utilization Program 


This program, funded by producers, has been 
designed to meet two main objectives. The first 
is to encourage the use of butter in specific 
sectors where its use has been on the decline. 
The bakery industry, where the use of butterfat 
has been gradually replaced by substitutes, has 
been identified as such a sector. 

The second objective is to encourage the 
development of new fat-rich products — like 
ghee, fractionated butter and clarified butter. 

In 1991-92, this program was approved for a 
three-year period by the CMSMC. In its first full 
year of operation, the program rekindled interest 
in using butter, mainly in the bakery sector. The 
program has been tremendously successful at 
stimulating the market for butter in targeted 
sectors, and it has been a major factor in the cur- 
rent improvement in butterfat consumption in 
Canada. During 1992-93, the Commission paid 
assistance on over 3,000 tonnes of butter under 
this program, which represents 700,000 hec- 
tolitres in domestic milk consumption. 


DOMESTIC MARKETING 


he Commission uses its unique position in 

the industry to identify and promote 
opportunities to market more milk — an activity 
that complements the role of other industry 
participants. 

‘The Commission’s marketing activities 
require the endorsement of the Canadian Milk 
Supply Management Committee because milk 
producers finance these projects through levies. 
The current array of programs, each designed to 
address specific market challenges, include the 
Butterfat Utilization Program and the Animal 
Feed Assistance Program (both reported on in 
the previous section), as well as the Milk Bread 
Program (a rebate on skim milk powder used in 
breads meeting certain milk ingredient specifica- 
tions), the Domestic Dairy Product Innovation 
Program, and the Rebate Program for Further 
Processors. 


Domestic Dairy Product 
Innovation Program 


Now in its fourth year, the Domestic Dairy 
Product Innovation Program assists innovators 
who are striving to introduce to the domestic 
market new, made-in-Canada products, contain- 
ing milk ingredients. Currently, the number of 
projects with approval to receive an allocation of 
milk under the program is 35. 

The volume approved by the CMSMC for the 
program is equivalent to 1 percent of Market 
Sharing Quota, approximately 2.1 million hec- 
tolitres over the five-year period. By July 31, 
1993, milk used under the program totalled 
151,391 hectolitres. 


Rebate Program for Further Processors 


The Rebate Program for Further Processors 
came into effect January 1, 1992. It is targeted to 
manufacturers who use dairy products as ingre- 
dients in finished food products, in order to 
enhance their competitiveness. 

In addition to producer funding, processors 
support dairy ingredient users. In 1992-93, 
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Per Capita* Disappearance of Dairy Products in Canada, 1982-1992 
Fluid or table Skim 
milk and Ice Cheddar! Processed’ Specialty! Total milk — Cottage 
cream cream Yogurt Butter cheese cheese cheese cheese powder cheese 

1982 108.20 Th eae) 428 hearts 2.20 3.96 7.60 241 Itt 
1983 107.83 desl 1.89 4.36 a7 2.21 391 7.59 Le 22 
1984 107.66 11.98 eee Gel Ly 2.08 4.29 8.09 2.5 1.22 
1985 106.31 We? 2.41 4.10 2.14 2.03 4.65 8.82 1.81 Lah 
1986 107.86 1243 2d ea 2.36 1.96 5.23 ve) Ne Ve) 
1987 109.22 DANS 3.20 ae 2 2.06 Seal 9.9] De) EZ 
1988 107.93 12.37 ee 3.83 2.04 2.25 bco2 9.81 2.02 1.20 
1989 104.73 11.88 3.58 3.61 Pils Lae J 10.13 2.36 LS 
1990 103.75 i 341 sl 1.75 V3 5.81 9.88 ESV 1.16 
1991 103.32 11.30 3.30 3.10 a 2.09 ee) 9.78 1.13 1.07 
1992 100.63 10.71 3.20 202 179. 2.10 5.92 9.81 1.06 0.95 
'Does not include cheese used in processed cheese. 
*Cheese equivalent of processed cheese (calculated at 73% cheese by volume), of which 95% is assumed to be cheddar, 
and the balance specialty cheese. 
‘Based on population, July 1. Sources: Statistics Canada, Agriculture and Agri-Food Canada 


processors contributed by means of a 2-cent levy INTERNATIONAL MARKETING 
per hectolitre. It is expected that, in 1993-94, 
processors will contribute to this program 
through the provision of discounts on sales 
of ingredients to the further processing sector. 
During 1992-93, the Commission committed 
to payments of approximately $7.5 million to 
55 companies across Canada. The main dairy 
ingredients on which a rebate was paid were 
mozzarella and cheddar cheeses, cream, skim 
milk powder, and cream cheese. ‘The CMSMC 
approved producer funding for the program 
from levies for the 1993-94 dairy year. 


he 1992-93 dairy year was important 

with regard to the mix of products 
exported by the Canadian Dairy Commission, 
due to the greatly diminished production of 
surplus skim milk powder. 

While domestic requirements on a butterfat 
basis, and quota, were in decline from 1988 to 
1992, domestic requirements for non-fat solids 
have been on the rise. This has reduced the sur- 
pluses of skim milk powder available for export. 

In spite of reduced world milk production 
and lower international stock levels, a decline in 
world-wide demand, caused by the recession, has 
resulted in lower international prices in the first 
half of 1993. This comes after a period of higher 
prices throughout 1992. 
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Canada’s interna- 
tional reputation 
for quality has been 
founded on the 
excellence of its 
dairy products, 
including aged 
cheddar. 


Skim Milk Powder 


The Commission had to significantly restrict its 
export activities for skim milk powder during the 
first six months of the dairy year, as it began the 
year with very low stock levels. 

Exports reached only 14.4 million kilograms, 
down 77 percent from the previous year. Mexico 
continues to be the principal client for this prod- 
uct, and the Commission delivered 5,500 tonnes 
to this market, as part of the balance of a con- 
tract negotiated at the beginning of 1992. Other 
significant commercial clients were Algeria, 
Cuba and the Caribbean market, Central 
America, and Japan. 

Sales to the Canadian International 
Development Agency (CIDA) of fortified skim 
milk powder for its food aid programs were cur- 
tailed in 1992-93 because of the lack of availabil- 
ity of this product. Plants equipped to produce 
this kind of powder are not located in areas 
where there has been a surplus of non-fat solids 
available to process. 


Butter 
At the beginning of the dairy year, the 
Commission planned for exports of salted 
and unsalted butter to reduce inventories to 
the 8,000 to 10,000-tonne range. Since 1987, in 
spite of considerable efforts at surplus disposal, 
year-end stocks have been higher than the 
optimum level due to declining demand and 
overproduction. 

However, in 1992-93, milk production 
was clearly decreasing and domestic demand 
for butterfat was on the rise. Consequently, 
although the Commission exported approxi- 
mately the same quantity of butter in 1992-93 
as in the previous year, it rapidly exhausted 
its stocks. 

The main markets were Egypt, Algeria 
and Cuba. Sales were also made to Central 
and South America, the Caribbean, and 
Southeast Asia. 


Evaporated Milk and Cheese 


Although the Commission negotiated a contract 
for the sale of evaporated milk to Libya, a delay 
in the opening of the letter of credit prevented 
any shipment before the end of the dairy year. 

The delay in the evaporated milk contract 
was offset by the sale of cheddar cheese to 
Algeria, which represented an equivalent quan- 
tity of milk. All other cheese exports were made 
under the Export Assistance Program. 


Whole Milk Powder 


Exports of whole milk powder again decreased 
in 1992-93, from 8.5 to 7.0 million kilograms. 
The decreased availability of non-fat solids at 
the beginning of the year, and a subsequent 
delay in the renewal of the Algerian contract 
were responsible for this decrease. 

Algeria continues to be the Commission’s 
main client, but Cuba also purchases significant 
quantities of Canadian whole milk powder. 


Dairy Export Assistance Program 


The main products exported under this 
program are cheese, butter, and sweetened 
condensed milk. 

The Commission was forced to reduce the 
volume of cheese on which assistance could be 
provided from August to December 1992, 
because of the low availability of milk. Assistance 
was paid on 10.7 million kilograms of cheese in 
1992-93, compared with 16.3 million kilograms 
in the previous year. 

Products exported under this program 
represent a large portion of the Commission’s 
exports of dairy products. The program enables 
Canada to broaden the range of products 
destined for export and to maximize exports of 
value-added products. 
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The Canadian Dairy Commission 


HISTORY 


I March 1965, a dairy advisory committee 
recommended that the Canadian Dairy 
Commission be created to tackle two problems 
that were critically afflicting the dairy sector: the 
lack of coordination between federal and provin- 
cial policies and the absence of an effective 
means to control milk production. Production 
controls were needed to ensure stable and rea- 
sonable prices for dairy products, and to prevent 
surpluses which were very costly to government. 

With the proclamation of the Canadian Dairy 
Commission Act on October 31, 1966, the federal 
government confirmed its commitment to a 
healthy and viable dairy industry in Canada. 

Although the Commission considers the 
Canadian system of milk supply management as 
its main achievement — an achievement it 
shares with the provinces and with industry 
partners — it has also played a key role in 
ongoing policy development, the development 
of international and domestic markets for dairy, 
and research. 

In July 1990, the federal government broad- 
ened the mandate of the Commission to include 
the setting of dairy target and support prices. As 
recommended in the report of the Task Force 
on National Dairy Policy (1991), the Commis- 
sion has continued to set the target and support 
prices after hearing the advice of its Consultative 
Committee, which has been restructured to 
represent industry and non-industry interests in 
pricing deliberations. 

The Commission owes much of its success to 
the cooperation of organizations such as Dairy 
Farmers of Canada, the National Dairy Council 
of Canada, the Dairy Bureau of Canada, and 
provincial milk marketing boards and agencies. 


MISSION STATEMENT 


he Canadian Dairy Commission plays a key 

role in the implementation of federal dairy 
policy and thus promotes the development and 
maintenance of a healthy and viable dairy indus- 
try in Canada. Working closely with provincial 
milk marketing boards and agencies, producers, 


processors, and exporters, the Commission 
advises the Minister of Agriculture and 
Agri-Food on matters relating to the dairy 
industry, and develops policies and programs 
which meet the needs of the industry while 
providing Canadian consumers with adequate 
supplies of quality dairy products. 


Authority 


Created as a Crown Corporation in 1966 by 
virtue of the Canadian Dairy Commission Act 
(1966-67), the Commission is accountable to 
Parliament through the Minister of Agriculture 
and works closely with Agriculture and 
Agri-Food Canada on matters relating to the 
dairy industry. 

The Commission has the authority to 
purchase, store, process, or dispose of dairy 
products; make payments to milk and cream 
producers for the purpose of stabilizing the price 
of industrial milk and cream; investigate matters 
relating to the production, processing or 
marketing of any dairy product; help promote 
the use of dairy products; and receive funds for 
the disposal of dairy products. 


Objectives 
‘Two objectives are delineated in the Canadian 
Dairy Commission Act: 


* to provide efficient producers of milk and 
cream with the opportunity of obtaining a fair 
return for their labour and investment, and 


* to provide consumers of dairy products with 
a continuous and adequate supply of dairy 


products of high quality. 


Main Areas of Activity 


The Commission advises the Minister of 
Agriculture on matters relating to dairy policy; 
determines domestic requirements for industrial 
milk and cream for the purpose of establishing 
Market Sharing Quota; establishes the target 
price for industrial milk based on cost of 
production data; and sets support prices for 
butter and skim milk powder and offers to 
purchase products at these prices. It also 
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Historically, season- 
ality of production 
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industry. In 1979, 
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administers the government’s monthly payment 
to Canadian producers on eligible milk and 
cream shipments intended to moderate the cost 
of dairy products to consumers; calculates the 
levy amount to be collected from producers by 
the provinces to cover costs associated with the 


marketing of dairy products by the Commission; 


exports dairy products and provides export assis- 
tance for products not needed for domestic 
consumption; and administers other marketing 
and promotion programs. 


Seasonality of Total Milk 
and Cream Deliveries 


(distribution by percentage) 
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The Commission also chairs the Canadian 
Milk Supply Management Committee which 
coordinates the management of industrial milk 
and cream supplies in Canada. 


OVERVIEW OF FINANCING 
ARRANGEMENTS 


Program costs — The Canadian Dairy 
Commission has two areas of responsibility — 
activities financed by the Government of 
Canada through parliamentary appropriation 
and those financed through levies collected from 
producers, and remitted to the Commission by 
provincial boards and agencies, under the 
provisions of the National Milk Marketing Plan. 

The federal government, through the 
Commission, provides support to the dairy 
industry in two ways: 


¢ Producers receive direct support payments 
on deliveries of industrial milk and cream 
produced to meet domestic requirements. 


¢ Support prices for butter and skim milk 
powder are set by the Commission at levels 
designed to allow producers and processors 
to cover costs and to obtain a fair return on 
their investment. 


For the direct support payments, the federal 
government provides financing to the Commis- 
sion under the provisions of the Farm Income 
Protection Act. The payments are made to 
producers on eligible shipments of industrial 
milk and cream up to the maximum amounts 
authorized by regulations. As of August 1, 1993, 
the rate of payment was $1.508 per kilogram of 
butterfat, or $5.43 per hectolitre of milk with a 
butterfat content of 3.6 kilograms. It is paid on 
all milk produced within domestic requirements. 

The federal government also provides funds 
which are used to carry out cost of production 
studies, which the Commission uses in deter- 
mining the target industrial milk price. 

Through the Treasury Board, the Govern- 
ment of Canada makes loans available to the 
Commission, at rates it establishes for Crown 
Corporations, to finance its purchases and sales 
of dairy products. 
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Producers pay for all costs incurred by the 
Commission in its marketing and market 
development, through levies remitted by provin- 
cial authorities. Provinces set levies at rates for 
within-quota and over-quota shipments, to 
reflect the relative costs of marketing dairy prod- 
ucts within domestic demand and of disposing of 
surplus products in domestic or export markets. 

In 1992-93, processors also contributed to 
the funding for the Rebate Program for Further 
Processors. This contribution was collected 
from processors in the price they paid for milk, 
and remitted to the Commission through 
producer levies. 

Consumers pay the carrying costs of normal 
butter inventories, through an add-on to the 
support price for butter, which is collected back 
through producer levies. 


Administrative costs — The administrative 
costs of the Commission are shared by the 
government and by producers. 

In 1989, the federal government announced 
that it would no longer finance the Commis- 
sion’s administrative costs related to export 
marketing. This has meant that, in 1992-93, 
producers paid for 30 percent of the Commis- 
sion’s administrative costs, and the remaining 
budget was funded by government. 


MANAGEMENT ANALYSIS 
OF ISSUES IN PLANNING 


I addition to the issues raised in this report 
under the heading “1992-93 Developments in 
Dairy Policy”, page 3, there are a number of 
issues that are expected to affect the activities of 
the Commission in the five-year planning period 
to 1997-98. 


Significant Factors 
Affecting Financial Results 


In establishing provincial levy obligations for the 
start of the dairy year, the Commission sets a 
budget to generate adequate revenue to cover 
marketing costs. The intent is to minimize the 
risk of a serious shortfall. 


Several factors have had a significant effect on 
the financial results of the Commission in the 
dairy year, and have contributed to a surplus of 
more than $29 million in the producer levy 
account. These include changes in the market 
for dairy products and general economic trends. 

In recent years, the industry has been antici- 
pating a time when requirements for milk based 
on demand for butterfat will fall below the level 
required to meet the demand for non-fat solids. 
The structural surplus of non-fat solids has been 
shrinking, and this year, the Commission's pur- 
chases of skim milk powder fell for the fourth 
consecutive year, to an unprecedented low. 

However, as described elsewhere in this 
report, in the last half of the dairy year, the 
industry enjoyed an upswing in the demand 
for butterfat. 

At the same time, 1992-93 was atypical in 
that over-production was relatively low. This is 
in contrast to the experience in recent years, 
during which the industry had difficulty in 
adjusting to considerable reductions in market- 
ing quotas, and producers shipped significant 
volumes of milk above quota. 

In terms of economic trends, the Commis- 
sion's financial situation has benefitted from 
lower interest rates, and higher exchange rates 
than anticipated. 

All of these factors have combined to reduce 
the Commission's costs, in relation to budgeted 
levels, in a number of areas. 


¢ Changes in market trends have led to lower 
stocks of butter and skim milk powder. As 
a result, the Commission has experienced 
reduced costs associated with these stocks. 
In addition, lower interest rates and a lower 
outstanding debt-load to the Government of 
Canada have further reduced the costs of 
financing purchases. 


¢ The reduced level of skim milk powder 
purchases has been particularly significant in 
reducing costs from planned levels. 


¢ The low level of butter stocks at the end of 
the dairy year has resulted in a significant 
reduction this year in the provision the 
Commission makes for future losses on 
its stocks. 
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* In addition, the realization of better exchange 
rates and better selling prices, on average, than 
had been budgeted has meant that the 
Commission incurred a lower loss on its 
exports than anticipated. 


Service Standards 


Greater orientation to serving clients is behind 
many of the government reforms currently 
under way. In its February 1992 Budget, the 
federal government introduced measures to 
improve its service to Canadians. One aspect was 
the requirement that departments and agencies 
develop standards for the services they provide, 
to promote satisfaction and awareness among 
clients. 

In June 1993, the Treasury Board issued a 
guide to the initiative on service standards. ‘The 
Commission is currently working towards draft- 
ing service standards for publication. 


Federal Budgetary Restraint 
and Spending Cuts 


Program costs — In December 1992, the federal 
government issued an Economic Statement, 
which set the stage for the spending restrictions 
that followed. The rate of the direct support 
payment was reduced by 10 percent from 
1992-93 reference levels, to $1.508 per kilogram 
of butterfat, for two consecutive years, beginning 
August 1993. 

In its April 1993 Budget, the federal govern- 
ment announced additional cuts, to be phased in 
by 1996-97. The subsidy to dairy producers 
will be reduced by an additional 5 percent in 
1995-96 and by another 5 percent in 1996-97. 
The subsidy would therefore be reduced by a 
total of 20 percent. 

The government indicated that it would be 
willing to direct the savings from the further 
reductions back to the dairy industry in support 
of reforms in the sector. The Commission will 
continue to pursue various reforms with 
stakeholders. 


The first 10-percent cut, on August 1, 1993, 
was offset by an increase in the market returns 
for dairy products. 


Administrative costs — In January 1993, the 
Treasury Board asked that the Commission’s 
administrative costs for domestic marketing of 
butter and skim milk powder, estimated at 

$1 million per year, be financed through other 
means, beginning in the 1993-94 dairy year. 

The Commission researched means to fund 
this amount, and decided that this portion of 
its administrative costs will be covered by the 
levy of $0.08 per hectolitre of industrial milk 
that has been used to cover the financing and 
storage costs of the normal butter stocks the 
Commission holds to service the domestic 
market. This charge is collected through the 
support price structure, and returned to the 
Commission through producer levies. 

In recent years, the costs of holding normal 
butter stocks have been declining. Therefore, 
sufficient funds will be available to cover these 
additional administrative costs for 1993-94 . 

As part of the December 1992 Economic 
Statement, the Commission’s operating budget 
was reduced by 3 percent, starting in 1993-94. 
Subsequent cuts of 2.4 percent and of 4 percent 
will come into effect in 1994-95 and 1995-96 
and further cuts can be expected in ensuing 
years. These cuts apply to the government 
share of the Commission’s operating budget in 
these years. 

Salaries, which were restricted to a 3—percent 
increase in the past fiscal year — after being 
frozen the previous fiscal year — will be frozen 
for a further two years. 

In addition, the government-funded legal 
services that had been provided for the 
Commission were withdrawn in 1992-93, and 
the Commission will now pay for legal advice it 
receives, except in the event of litigation. 

The implementation of these cuts will require 
the Commission to introduce even greater effi- 
ciencies and cost-reductions. In order to achieve 
this, there may be a need to restructure to a 
certain extent, and to find new ways of delivering 
services. [his is an added challenge at a time 
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when the Commission is expected to play a key 
role in the current process of policy and pro- 
gram review being undertaken by the industry. 


Relocation of the 
Commission’s Offices 


From the beginning of September 1993, the 
Commission has occupied office space in 
Carling Executive Park, 1525 Carling Avenue in 
Ottawa. This move became necessary for several 
reasons. 

After rationalization and internal reorganiza- 
tion, the Commission required less space and a 
different layout of its offices. The Commission 
has negotiated a long-term lease, and it was able 
to reduce rental costs in improving the suitabil- 
ity of its facilities. 


Data on Dairy Production 


Because of changes in the industry, such as the 
anticipated cross-over in requirements for 
butterfat and non-fat solids, there is a need for a 
new system to manage data on milk production. 

Until now, Agriculture and Agri-food Canada 
has maintained the data base that the Commis- 
sion has used to administer the direct support 
payment to producers. The Commission has 
been working with the department in order to 
assume this function. 

The new Dairy Production Management 
System will enable the Commission to measure 
the production of all milk components — but- 
terfat and all other solids — which may be the 
basis of subsidy payments and levies in the 
future. The data base will aid the Commission 
and the industry in reporting and in planning. It 
will also be useful to industry stakeholders, who 
will be able to obtain data and reports generated 
by the system. 

This system is expected to be introduced in 
December 1993. 


ACHIEVEMENT OF CORPORATE 
GOALS FOR 1992-93 


i: its 1993 Corporate Plan, the Commission 
identified a number of goals, touching on a 
wide range of issues. The lack of resolution in 
the negotiations that are expected to lead to new 
trading rules, under the General Agreement on 
‘Tariffs and Trade (GATT), has remained a key 
factor in the ability of the Commission to fully 
achieve its goals. 

Below is a description of each goal, fol- 
lowed by a brief summary of the level of its 
achievement. 


1. Consult with the government, industry and 
non-industry stakeholders to facilitate the 
development of a long-term dairy policy to be 
established by government, that is relevant 
within current strategic challenges. 


This is a long-term and ongoing goal. The 
uncertain outcome of trade negotiations has 
contributed to a delay in the announcement 
of a new long-term dairy policy, which the 
industry expected to come out of the final 
report of the Task Force on National Dairy 
Policy. Until a new dairy policy can be 
announced, the existing policy, which was 
implemented in 1986, is being maintained. 
In addition, the Commission has been given 
the authority to set the dairy target and 
support prices. 

Nonetheless, the Commission has moved 
ahead in consultations with the industry, 
instigating discussions, and participating on 


the Consultation Committee on the Future of 


the Dairy Industry, which was created by the 
joint boards of Dairy Farmers of Canada and 
the Dairy Bureau of Canada in the spring of 
1992. Its recommendations, if endorsed by 
the industry, would fundamentally change the 
nation’s milk marketing arrangements, and 
may shape the next federal dairy policy. 
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2. With the industry, develop dairy program strategic 


plans that deal with the known challenges of the 
changing size and shape of the industry, and 
address the refining of current Commussion 
program activities accordingly. 


This is an ongoing goal that deals with the 
anticipated cross-over in requirements for 
butterfat and non-fat solids in milk. 

In October 1992, the Commission pre- 
pared an in-depth review of its programs, and 
reviewed possible adjustments and alternatives 
to these programs, given the anticipated cross- 
over in requirements. This exercise prepared 
the ground for subsequent discussion in the 
industry, by the Consultation Committee on 
the Future of the Dairy Industry and by the 
CMSMC. While discussions in the industry are 
ongoing, the Commission was able to make 
changes to the Offer to Purchase Program 
(the introduction of storage programs that will 
buffer supplies of non-fat solids) and the 
Animal Feed Assistance Program in light of 
the changing surplus regime. 


. Identify the obstacles to competitiveness throughout 


the Canadian dairy industry, particularly in 
relation to the United States, and develop strate- 
gies to overcome these hurdles. 


This is an ongoing goal. The competitiveness 
of the Canadian dairy industry remains an 
important part of all policy review and admin- 
istrative planning within the Commission. 

As reported last year, consultants were 
engaged to conduct a review of the work done 
on cost structures in the dairy production and 
processing sectors, and to make recom- 
mendations on areas where efficiency might 
be improved. 

The reports were discussed by the 
Commission’s Consultative Committee early 
in January 1993. This Committee is expected 
to benefit from this work in its role of advising 
the Commission on dairy pricing and cost of 
production matters. The Commission is 


pursuing these discussions, and the goal is 
carried forward for the 1993-94 dairy year. 


4. Evaluate alternative markets and uses for surplus 


butterfat and non-fat solids both domestically and 
abroad. 


This dairy year, evaluations of the Rebate 
Program for Further Processors (November 
1992) and the Animal Feed Assistance 
Program (March 1993) have built upon the 
previous evaluation of the Offer to Purchase 
Program (June 1991), and contributed to an 
overall understanding of the policy issues to 
be resolved by the Commission in concert 
with industry. In addition, consultants 

were asked to explore opportunities for 
additional dairy markets among confectionery 
manufacturers. 

When the Subcommittee of the CMSMC 
accepted the mandate to work on the 
Consultation Committee recommendations, 
its agenda included a review of the 
Commnission’s export programs, and the study 
of alternative means of handling surpluses. 
The Commission provided the Subcommittee 
with a thorough assessment of current export 
programs (March 1993). 

These questions continue to be addressed 
by the CMSMC, and by both Action 
Committees set up by the Commission to 
deal with opportunities in the ingredients 
market, and with reorienting programs used 
to balance the domestic market and meet 
export objectives. 


GOALS FOR THE PLANNING PERIOD 
GG 1, 2 and 3, above, are carried over 


into the current dairy year. In addition, 
the Commission has developed another goal: 
“to work with industry to attempt to develop 
programs and other means to maintain and 
increase the use of dairy ingredients in finished 
foods for domestic and export markets.” 
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THE CONSULTATIVE COMMITTEE 
To THE COMMISSION 


he Canadian Dairy Commission Act provides 

for the establishment of a Consultative 
Committee to advise the Commission on matters 
relating to the dairy industry. This nine-member 
Committee is appointed by the Minister of 
Agriculture and Agri-Food, and it represents the 
interests of milk producers, processors, further 
processors, and consumers. 

The Consultative Committee has the respon- 
sibility for recommending, to the Commission, 
the appropriate level for the target price of 
industrial milk, the processor margin, and the 
support prices for butter and skim milk powder. 
This includes the task of advising the Commis- 
sion on the appropriate methodologies to be 
used in establishing these numbers. 

The Committee met six times during the 
dairy year. A Subcommittee, created by the 
Consultative Committee to examine cost of 
production issues, also met during the year. 

In addition to providing advice regarding 
pricing decisions for February 1 and August 1, 
the Committee reached a consensus on changes 
to the cost of production methodology used in 
making its recommendations to the 
Commission. 

The Committee also continued its work on 
competitiveness in the dairy industry. The joint 
study by the Universities of Guelph and Laval, to 
review dairy industry costs and competitiveness 
and to make policy recommendations to improve 
efficiency and competitiveness, was completed 
and presented to the Committee. ‘The Commit- 
tee agreed to meet early in the 1993-94 dairy 
year to consider these recommendations and 
other ways to improve competitiveness. 

The Chair of the Consultative Committee is 
Neil Gray, former General Manager of 
Dairyland Foods in British Columbia. 

Other members of the Committee are 
Sandra Banks, Senior Vice-President of 
Government Affairs for Grocery Products 
Manufacturers of Canada; Vicki Billingsley, a 
consultant, retailer and consumer advocate; 


John Core, Chairman of the Ontario Milk 


Robert Poirier, 
John Core, 
Honey Forbes 


Vicki Billingsley, 
Gary Grant, 
Neil Gray 


Claude Rivard, 
Graham Freeman, 
Sandra Banks 


Marketing Board; Honey Forbes, a lawyer, nurse 
and consumer advocate; Graham Freeman, 
Chairman and Chief Executive Officer of Ault 
Foods Limited; Dr. Gary Grant, a Professor of 
Economics and Business Management at the 
Nova Scotia Agricultural College; 

Robert Poirier, Director-General of the 
Industrial Milk Division of Agropur; and Claude 
Rivard, President of the Fédération des produc- 
teurs de lait du Québec. 


twenty-three 


PERSONNEL 


he Commission believes that its success The Canadian Dairy Commission consists of 

depends largely on the capability of its a Chairman (Roch Morin), a Vice-Chairman 
human resources and on the quality of the work — (vacant) and a Commissioner (Frank Claydon), 
environment. For this reason, it strives to who are appointed by Governor in Council, and 


implement policies that encourage personal and _a support staff of sixty-one. 
professional development, and that maximize 
employee motivation and satisfaction. 


As of September 1993, the Commission’s offices are 
located at 1525 Carling Avenue in Ottawa. 


Senior Commission Personnel 


Director, Strategic Planning, Policy and Communications 
Charles C. Birchard 


Director and Chief Economist, Economics 
R. Erik Kramar 


Director, Commercial Operations 
Gaétan Paquette 


Director, Domestic and International Marketing 
Jocelyn Comtois 


Director, Finance, Administration and Human Resources 
Paul Simard 


Director, Internal Audit 
Bob Hansis 
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MANAGEMENT RESPONSIBILITY 
FOR FINANCIAL STATEMENTS 


The financial statements of the Canadian Dairy 
Commission and all information in this annual 
report are the responsibility of management. The 
statements have been prepared in accordance with 
generally accepted accounting principles, using 
management’s best estimates and judgements 
where appropriate. Financial information 
presented elsewhere in the annual report is 
consistent with the statements. 

In discharging its responsibility for financial 
reporting, management maintains and relies on 
financial and management control systems and 
practices which are designed to provide reasonable 
assurance that transactions are authorized, assets 
are safeguarded, and proper records are main- 
tained. These controls and practices ensure the 
orderly conduct of business, the accuracy of 
accounting records, the timely preparation of 
reliable financial information and the adherence to 
Commission policies and statutory requirements. 
The process includes management’s annual 
communication to employees of ‘Treasury Board’s 
guidelines on conflict of interest and code of 
conduct. 

The Audit Committee of the Canadian Dairy 
Commission, made up of the Commissioners, 
oversees management’s responsibilities for main- 
taining adequate control systems and the quality of 
financial reporting. he Commission’s internal 
auditors and external auditors have free access to 
the Audit Committee to discuss the results of their 
work and to express their concerns and opinions. 

The financial statements have been audited by 
the Auditor General of Canada, the independent 
auditor for the Government of Canada. 


Otctrw 


Roch Morin, Chairman 


Piel Gud 


Paul Simard, Director of Finance 


AUDITOR’S REPORT 


To the Minister of Agriculture 


I have audited the balance sheet of the Canadian 
Dairy Commission as at July 31, 1993 and the 
statement of operations and financing by producer 
levies and the statement of dairy support program 
and costs financed by.the Government of Canada 
for the year then ended. These financial statements 
are the responsibility of the Commission’s manage- 
ment. My responsibility is to express an opinion on 
these financial statements based on my audit. 

I conducted my audit in accordance with gene- 
rally accepted auditing standards. Those standards 
require that I plan and perform an audit to obtain 
reasonable assurance whether the financial state- 
ments are free of material misstatement. An audit 
includes examining, on a test basis, evidence sup- 
porting the amounts and disclosures in the financial 
statements. An audit also includes assessing the 
accounting principles used and significant estimates 
made by management, as well as evaluating the 
overall financial statement presentation. 

In my opinion, these financial statements 
present fairly, in all material respects, the financial 
position of the Commission as at July 31, 1993 and 
the results of its operations and the changes in its 
financial position for the year then ended in accor- 
dance with generally accepted accounting princi- 
ples. As required by the Financial Administration 
Act, | report that, in my opinion, these principles 
have been applied on a basis consistent with that of 
the preceding year. 

Further, in my opinion, the transactions of the 
Commission that have come to my notice during 
my audit of the financial statements have, in all 
significant respects, been in accordance with Part X 
of the Financial Administration Act and regulations, 
the Canadian Dairy Commission Act and the by-laws 
of the Commission. 


/eg— 


D. Larry Meyers, FCA 
Deputy Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
October 7, 1993 
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BALANCE SHEET 
as at fuly 31, 1993 
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1993 1992 
(in thousands) 
ASSETS 
Accounts receivable 
Trade $ 202 $ 244 
Government of Canada (Dairy Support Program) 37,652 22,549 
Producer levies (Note 3) 59,344 131,359 
Inventories (Note 5) 73,814 94,722 
$171,012 $ 248,874 
LIABILITIES 
Accounts payable and accrued liabilities $ 35,363 $ 34,246 
Direct support payments payable to producers 37,635 22,365 
Allowance for losses on disposal 
of surplus production (Note 5) 1,994 32,991 
Loans from Government of Canada (Note 6) 58,419 150,791 
133,411 240,393 
EXCESS OF FINANCING 
BY PRODUCER LEVIES 
Excess at end of year (Note 10) 37,601 8,481 
$ 171,012 $ 248,874 


Approved: 


ed Precee 


Chairman 


can 


Commissioner 


Director of Finance 


The accompanying notes and schedule are an integral part of these financial statements. 
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STATEMENT OF OPERATIONS AND FINANCING BY PRODUCER LEVIES 


for the year ended Fuly 31, 1993 


The accompanying notes and schedule are an integral part of these financial statements. 
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1993 1992 
(in thousands) 
Export sales $ 76,416 $ 168,460 
Cost of goods sold 106,897 2427 
Loss on export sales 30,481 79,267 
Domestic sales 87,489 74,198 
Cost of goods sold 88,325 76,687 
Loss on domestic sales 836 2,489 
~ Total loss on sales 31,317 81,756 
Assistance and expenses 79,724 127,120 
TOTAL Cost OF OPERATIONS 111,041 208,876 
Less portion of administration expenses financed by 
the Government of Canada 3,378 3,308 
Net cost of operations financed by producer levies 107,663 205,568 
Financing by producer levies (Note 4) 136,783 219,318 
Excess in financing of net cost of operations 29,120 13,750 
Excess (deficiency) at beginning of year 8,481 (5,269) 
EXCEss AT END OF YEAR $ 37,601 $ 8,481 


STATEMENT OF DAIRY SUPPORT PROGRAM AND 
CosTs FINANCED BY THE GOVERNMENT OF CANADA 
for the year ended Fuly 31, 1993 


1993 1992 
(in thousands) 
Direct support payments to producers of 
industrial milk and cream $ 238,728 $ 238,185 
Administrative expenses 3,378 3,308 
Costs of production and dairy policy studies 445 436 
Total costs financed by the Government of Canada $ 242,551 


The accompanying notes and schedule are an integral part of these financial statements. 
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$ 241,929 


NOTES TO FINANCIAL STATEMENTS 


July 31, 1993 


1. The Commission 


The Canadian Dairy Commission (the “Commis- 
sion”), is an agent Crown corporation named in 
Part I, Schedule III to the Financial Administration 
Act and is not subject to the provisions of the Income 
Tax Act. The objectives of the Commission, as 
established by the Canadian Dairy Commission Act, 
are “to provide efficient producers of milk and 
cream with the opportunity of obtaining a fair 

return for their labour and investment and to 
provide consumers of dairy products with a 
continuous and adequate supply of dairy products 
of high quality.” 

‘The Commission administers the dairy support 
program financed by the Government of Canada, 
under which it makes direct support payments to 
producers. In cooperation with the Canadian Milk 
Supply Management Committee (CMSMC), which 
it chairs, the Commission undertakes the manage- 
ment and administration of operations financed by 
producer levies. 

The Commission purchases, at Canadian 
support prices, all butter and skim milk powder 

~ tendered to it. While most of the butter purchased 
by the Commission is later resold in the domestic 
market, most of the skim milk powder is in excess of 
domestic needs and is exported. ‘The Commission 
sells production surplus to domestic requirements 
in the form of whole milk products, skim milk 
powder and butter on international markets at the 
prevailing world prices. Historically, these prices 
have usually been lower than Canadian support 
prices. The Commission also pays assistance to 
processors and exporters to assist them in disposing 
of dairy products directly. 


2. Significant Accounting Policies 


Foreign currency translation 


Substantially all sales in foreign currencies are 
hedged by currency conversion agreements and 

are translated into Canadian dollars at the exchange 
rates provided therein. Sales in foreign currencies 

- that are not hedged are translated into Canadian 
dollars at the exchange rate in effect on the 
transaction date. 


Inventories 


Inventories are valued at the lower of cost or 
estimated net realizable value. 


Allowance for losses on disposal 
of surplus production 


‘The Commission establishes an allowance for 
losses on disposal of surplus production by 
reference to its outstanding purchase commit- 
ments, actual butter inventory levels at year-end 
relative to the normal levels, and world market 
prices. The Commission has determined normal 
year-end butter inventory levels to be 8 million 
kilograms. 


Excess (deficiency) in financing 

of net cost of operations 

Any deficiency or excess in the financing by 
producer levies of the net cost of operations may 
be carried forward and applied against future oper- 
ations or recovered from or refunded to producers 
as determined by the Canadian Milk Supply 
Management Committee. Recoveries or refunds 
are recorded in the year declared. 


Pension Plan 


Employees participate in the Public Service Super- 
annuation Plan administered by the Government 
of Canada. The Commission’s contributions to the 
plan are limited to matching the employee’s 
contributions for current service. ‘These contribu- 
tions are expensed during the year in which services 
are rendered and represent the total pension 
obligations of the Commission. 


3. Producer Levies Receivable 


The province of British Columbia disagrees with 
the calculation of the Market Sharing Quota it is 
allocated under a 1984 amendment to the National 
Milk Marketing Plan. As a result, an amount of 
$3.7 million of over-quota levy pertaining to the 
1991-92 and 1992-93 dairy years is included in the 
producer levies receivable account and remains 
uncollected. The province and the Commission 
have agreed to work towards a resolution of this 
issue. Should the Commission accept the calcula- 
tion proposed by British Columbia, the quota 
allocation of the other members of the National 
Milk Marketing Plan, for the affected years, would 
have to be modified accordingly. 
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4, Financing 


Government of Canada (Dairy Support Program) 
Agriculture Canada provides financing to the 
Commission for direct support payménts to produc- 
ers of eligible industrial milk and cream up to maxi- 
mum amounts authorized by the regulations. 
Effective August 1, 1993, the rate of direct support 
payments was reduced from $1.675 to $1.508 per 
kilogram of butterfat ($6.03 to $5.43 per hectolitre 
of milk containing 3.6 kilograms of butterfat). 

A major portion of the Commission’s adminis- 
trative expenses as well as professional services 
relating to cost of production and other studies are 
financed by the Government of Canada. 

Effective August 1, 1993, financing of the 
Commission’s administrative costs associated with 
the domestic marketing of butter and skim milk 
powder (approximately $1.0 million) will no longer 
be financed by the Government of Canada. 


Producer levies 

Producers are responsible for all costs of operations 
not financed by the Government of Canada. These 
costs are financed through levies agreed to by the 
CMSMC, charged and collected by the provincial 
marketing boards and agencies and remitted to the 
Commission. 


Producer levies are comprised of: 


1993 1992 


(in thousands) 


Industrial milk 
In-quota levies $ 74,978 $ 108,977 
Over-quota levies 22,445 78,513 
97,423 187,490 
Fluid milk 
In-quota levies 37,015 27,318 
Butterfat skim-off 2,345 4.510 
39,360 31,828 
Total $ 136,783 $ 219,318 


Producer levies include $0.5 million (1992 — 
$1.4 million) of interest charged to provinces. 

In past years, the costs of the Commission’s 
operations not financed by the Government of 
Canada, have been financed primarily by industrial 
milk producers. Since 1991-92, the Commission 
has been implementing the CMSMC-approved 


financing arrangement under which these costs will 
be financed by provincial levy obligations based on 
total milk production, which comprises fluid milk 
sales and industrial milk production. The arrange- 
ment is now in its second year of a three-year 
phase-in period, with 75% of the costs of 1992-93 
operations being financed based on total milk pro- 
duction and 25% based on the previous levy struc- 
ture. The percentage of financing based on total 
milk production increases to 100% in 1993-94. 
Levies include $0.08 (1992 — $0.14) per hec- 
tolitre to cover the eligible costs associated with 
actual butter inventories up to normal levels 
determined by the Commission. Commencing 
August 1, 1993, the Commission’s administrative 


_ costs associated with the domestic marketing of 


butter and skim milk powder will also be charged 
to these accounts. Levies also include $0.02 (1992 — 
$0.02) per hectolitre which is intended to finance 
the processors’ share of the Rebate Program for 
Further Processors. Thirteen percent of the 
expenses for this program are charged against 
amounts collected for this purpose. The $0.02 per 
hectolitre levy will be discontinued effective 
August 1, 1993. 


Amounts funded and expensed for these programs 
are as follows: 


Eligible Costs Rebate Program 
Associated with for Further 
Butter Inventory Processors — 
up to Normal Levels Processors’ Share 
1993-1992 199351992 
(in thousands) 
Opening balance $ 402 $ 219 $487 $ — 
Funded during year 3,351 = 5,723 838 = 818 
Expensed during year (2,798) (5,540) (986) (331) 


Closing balance $955 «25° 402-518 3392 9 487 


The closing balances are included in the excess of 
financing by producer levies at year end. The 
$955,000 balance will be applied against the future 
costs of the program and the balance of $339,000 
will be used for rebates to further processors until 
the amount has been fully utilized. 

‘The Commission’s administrative expenses of 
$5.2 million (1992 — $4.9 million) have been finan- 
ced from producers levies and by the Government 
of Canada in the amounts of $1.8 million (1992 — 
$1.6 million) and $3.4 million (1992 — $3.3 million), 
respectively. 
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5. Inventories 


Inventories are comprised as follows: 


1993 1992 
(in thousands) 
Cost 
Butter $43,048 $ 92,058 
Skim milk powder 27,794 12,202 
Other dairy products 16,758 5,126 
87,600 109,386 
Less allowance for writedown 
Butter (mainly unsalted) 2,413 7,736 
Skim milk powder 7,856 4,640 
Other dairy products 3,517 2,288 
13,786 14,664 
Net book value $ 94,722 


$ 73,814 


In addition, in accordance with the Commission’s 
accounting policies, the allowance for losses on 


__ disposal of surplus production has been established 


at $2.0 million (1992 — $33.0 million). 


6. Loans from Government of Canada 


Loans from the Government of Canada, to a 
maximum of $300 million, are available to finance 
operations. Individual loans are repayable within 
one year from the date the loan is made. Principal 
and accrued interest are repaid on a regular basis as 
and when funds are available. The interest rates 
during the year were in accordance with normal 
rates established for Crown corporations by the 
government and varied from 8.6905 % to 4.2812% 
(1992 — 9.897% to 5.283%). 


Loan transactions for the year are summarized 
as follows: 


1993 1992 
(in thousands) 
Balance at beginning of year $150,791 $136,647 
Borrowings 167,329 266,/29 
Payments (259,701) (252,585) 
Balance at end of year $ 58,419 $150,791 
Accrued interest atend ofyear  $ 358.8 $27,729 


7. Representatives’ Fees 


The Commission has used the services of represen- 
tatives for the sale of dairy products on the export 
market. ‘Total fees for the year were $1.8 million 
(1992 — $3.6 million), and are included in cost of 
goods sold. 


8. Purchase Commitments 


As at July 31, 1993, the Commission was com- 
mitted to purchase butter and skim milk powder 
produced prior to that date at Canadian support 
prices and other dairy products produced prior 

to that date at negotiated contract prices. ‘These 
commitments amounted to approximately $5.2 mil- 
lion (1992 — $6.0 million). 


9. Related Party Transactions 


Included in export sales is an amount of $4.1 mil- 
lion (1992 — $13.3 million) of sales to the Canadian 
International Development Agency. ‘These sales 
were carried out in the normal course of business 
and at the Commission’s established sales prices. 

In addition, government departments provided 
the Commission with certain administrative 
services without charge. The cost of these services 
is not recorded in the Commission’s accounts. 


10. Subsequent Events 


The Canadian Milk Supply Management Commit- 
tee, at its meeting of September 29 and 30, 1993, 
decided that $30.9 million of the $37.6 million 
excess in financing by producer levies at end of year 
will be refunded to the provinces in proportion to 
their share of levy revenues. 

On August 11, 1993, a British Columbia 
Supreme Court judgement declared that the indus- 
trial milk quota and levy provisions in this province 
were invalid. A temporary stay against the applica- 
tion of this judgement has been issued pending its 
clarification. The Commission is reviewing the 
implications of this judgement on its operations. 


11. Financial Statement Presentation 


A statement of changes in financial position has 
not been included because, in the opinion of 
management, it would not provide any meaningful 
additional information. 
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TABLEAU DES OPERATIONS PAR TYPE DE PRODUIT 


pour Vexercice termine le 31 juillet 1993 


(en mulliers) 


1993 1992 
Poudre de Lait Autres Poudre de Lait Autres 
Beurre laitécrémé — évaporé _ produits* Total Beurre lait écrémé évaporé produits* ‘Total 

Ventes a l’exportation 17 250$ 32 056$ 23.$ 3. 627-087 $ 76 416$ 12634$ 115 009$ 16490$  24327$ 168 460$ 
Coit des ventes 28 712 43 882 22 34 281 106 897 33 482 155 134 19 677 39 434 247 727 
Perte (marge) sur les 

ventes a l’exportation 11 462 11 826 (1) 7 194 30 481 20 848 40 125 3 187 15 107 79 267 
Ventes a l’intérieur du pays 80 342 4 588 Pe ae — 87 489 7355 2 843 — — 74 198 
Coat des ventes 80.476 5 303 2 546 _ 88 325 71.080 5 607 — — 76 687 
Perte (marge) sur les ventes 

a Pintérieur du pays 134 7S. (13) _ 836 (275) 2 764 — — 2 489 
Total de la perte (marge) 

sur les ventes 11 596$ 12 541$ (14) $ 7194$ 31317 20573$ 42 889$ 3187$  15107$ 81 756 
Aide et frais 
Aide a l’égard des produits laitiers 

—a l’exportation 3213$ 556$ 38) 83 2 £3515 31 158 1 694$ 1027$ 101$ 44070$ 46 892 

— al intérieur du pays 7 206 9 376 — 6 151 22 733 Toll L527 — 2.049 14 693 
Moins-value des stocks 2 413 7 856 a 3518 13 787 7 736 4 640 —- 2 288 14 664 
Réclame et don 29 168 — — 197 45 260 — — 305 
Frais de possession 3 269° 801 235 348 4 673 6 915 4 386 324, a2 12 047 
Provision pour (recouvrement de) 

créances douteuses — — oo (39) - (39) _ — — 595 595 

16130'S: 18.757 2935-37329 $ 72 509 17 507$ 21 840$ 425$  49424§$ 89 196 

Provision pour pertes sur l’écoulement : 

des surplus de production 1994 32 991 
Frais d’administration 5 221 4 933 
Total de Paide et des frais 79 724 127 120 
Total du coat d’exploitation 111.041 $ 208 876 $ 


*Comprennent la poudre de lait entier et le fromage 


Programme de rachat — Plan B 
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Dairy industry stakeholders have a 
long, strong Instory of working together 
to develop creative solutions to common 
challenges. This history of cooperation 
has been tested again in 1993-94. 

While GATT and NAFTA have 
claimed most media attention, 
Canada 1s tn the process of adjusting 
to more than new trading rules. 


Trends in domestic markets also have 


forced the industry to start developing 


alternate ways of balancing its supply 


management system. The ability to 


forge consensus has been a key require- 


ment in responding to these changes. 
The 1993-94 annual report was 
designed to reflect the collaboration 
demonstrated by government, dairy 
producers, processors and consumers 


in the past year. 


The Honourable Ralph Goodale 
Minister of Agriculture and Agri-Food 
Ottmva, Ontario 


Dear Mr. Minister, 

We are pleased to report on the activities 
of the Canadian Dairy Commission for the 
dairy year ended July 31, 1994. 

Always a dynamic sector of the economy, 
the dairy industry began to face another 
major transition period over the past year. 
The Commission and stakeholders worked 
together diligently to develop responses to 
the issues at hand, as well as to plan further 
initiatives for the months ahead. 

The dramatic shift in consumer behaviour 
which began two years ago continued and, as 
a result of the General Agreement on Tariffs 
and Trade (GATT) in December 1993, we 
saw the triggering of many changes in the 
world of international trade. These changes 
can offer positive opportunities for all dairy 
stakeholders, and while difficult decisions are 
required, we feel we have started to position 
ourselves to meet the future successfully. 

Certain fundamental factors are involved: 
the continued increase in Canadian demand 
for dairy products, the new approaches 
demanded by the GATT and North 
American Free Trade Agreement and the 
related need for the national dairy industry 
to maintain its competitiveness. The effects 
of the current fiscal reality for all levels of 
government also continue to be felt by dairy 
stakeholders. 

In 1993-94, domestic milk requirements 
increased by almost 4 percent. To meet this 
demand, the Canadian Milk Supply 
Management Committee (CMSMC) 
increased the Market Sharing Quota (MSQ) 
twice during the year for a total of 4.5 per- 
cent. A further 2 percent was approved at the 
outset of the current 1994~95 dairy year. 

The cross-over point in requirements for 
butterfat and solids non-fat in milk antici- 
pated last year did not materialize, and the 
move to consumption of lower-fat products 
and the previous downward trend in the 
dairy product market have abated. 

The success of the Canadian Dairy 
Commission price incentive initiatives 
(Butterfat Utilization Program and Rebate 
Program for Further Processors) have con- 
tributed a great deal to this turn-around. For 
example, butter used in the Canadian bakery 
sector alone has doubled since the Butterfat 
Utilization Program started. 


Letter to the Minister 


While the cross-over point did not present 
the same kind of urgent dilemma as it did in 
1992-93, matching production to the new 
increased demand did present challenges. 

By November 1993, higher consumption, 
combined with low milk production due to 
poor summer weather conditions and the 
success of the price incentive programs 
caused Commission butter stocks to fall to 
very low levels at a time of year when 
demand is the greatest. Action had to be 
taken quickly to rectify the situation. 

First, the CMSMC approved a temporary 

2.5 percent increase in MSQ. Despite this 
measure, after intensive consultation with 
industry, the Commission had to import 750 
tonnes of butter before Christmas last year. 

The support prices for butter and skim 
milk powder were also adjusted upward in 
1993-94. These revisions were made to 
reflect a moderate increase in the target 
return to producers implemented in response 
to a rise in the cost of production calcula- 
tions; to shift a small amount of the market 
return from butter to solids non-fat; and to 
offset the impact of the decrease in the fed- 
eral direct support payment to producers. 

Last year’s production situation, coupled 
with the even broader changes heralded by 
the new GATT, highlighted the crucial need 
for development of a new national approach 
to milk allocation policies. 

In response to this requirement, the 
CMSMC’s Action Committee on Milk 
Allocation accepted a revised mandate in 
February 1994. Also chaired by the Commis- 
sion, it was transformed into a special forum 
for dairy producers and processors to develop 
strategic recommendations for orderly 
marketing in response to both the GATT 
agricultural trading rules and changing mar- 
ket trends in general. To reflect this broader 
mandate, the Committee was renamed the 


Dairy Industry Strategic Planning Com- 
mittee (DISPC). It also was identified as the 
Ad Hoc Review Committee for Dairy by 
the federal-provincial Task Force on Orderly 
Marketing which you created in quick 
response to the changes involved with 
GAME: 

Over the past eight months, DISPC 
members have worked hard to develop 
recommendations on a new harmonized 
and coordinated approach needed for orderly 
marketing for the Canadian dairy industry. 
In line with your desire to receive an indica- 
tion of the CMSMC’s intended policy direc- 
tion in this regard by November 1994, the 
DISPC recommendations will be considered 
by the CMSMC early this fall before being 
forwarded to the Task Force on Orderly 
Marketing. 

We have provided further information 
on the Commission’s achievement of its 
1993-94 goals on page 23. Given the signifi- 
cant events and issues which have emerged 
over the past year, the Commission strove to 
promote cooperation and collaboration 
among all Canadian dairy stakeholders. We 
continue to believe that such cooperation 
will be our strength in the months ahead, as 
past initiatives are reconsidered and new 
approaches finalized and implemented. 

Canada’s dairy sector is modern, innova- 
tive and progressive. With the Commission’s 
encouragement and assistance in 1993-94, it 
has made a positive start to prepare itself for 
the significant challenges that lie ahead. 


Yours sincerely, 


Gilles Prégent, Chairman 


Louis Balcaen, Vice-Chairman 


Guided by the past, 

and flexible enough to 
adjust to the challenges 
of the future, Canadian 
dairy producers are 
modern, innovative 


and progressive. 


1993-94 Developments in Dairy Policy 


The Canadian dairy industry has 
responded to significant changes in 
recent years, including dramatic shifts 
in consumer behaviour and the onset 
of a major transformation in the inter- 
national trade policy framework. 

When the General Agreement on 
Tariffs and Trade (GATT) was signed 
in December 1993, the Minister of 
Agriculture and Agri-Food moved 
quickly to respond to the changes 
involved. A federal-provincial Task 
Force on Orderly Marketing was 
created to move discussions forward 
on the establishment of a policy 
framework for supply-managed 
agricultural sectors in a post-GATT 
environment. The Agreement is 
scheduled to take effect in 1995, 
possibly as early as January 1. 

Canada is developing new ways 
of balancing its supply management 
system. Under the GATT, tariffs will 
replace the import quotas used in the 
past to limit imports. While the dairy 
industry’s internal support programs 
may have to be modified, they will not 
be abandoned. The new trade rules 
will have a major impact on the ability 
of the industry to use producer levies 
to finance dairy product exports. 

The known impacts of the GATT 
are as follows. 


¢ Tariffication — In the past, 
Canada relied on Article XI of the 
GATT to establish import quotas 
which allowed specific quantities of 


dairy products to enter the country. 


With the move to tariffs as border 
protection, imports of these prod- 
ucts will continue under a “tariff 
rate quota”. Imports above the tar- 
iff rate quotas will be subject to a 
higher tariff, set at a level aimed at 
effectively discouraging imports. 

Canada has committed to reduce 
these higher tariffs for dairy prod- 
ucts by a minimum of 15 percent 
over the six-year period that the 
GATT is in effect. 

Minimum Access — Canada has 
provided other countries with mod- 
erate new access to its dairy market. 
A special provision was made for 
additional importation relating to 
two products: ice cream and butter. 

This new access 1s equivalent to 
a tetal of 1 percent of the 1993 
Market Sharing Quota at the imple- 
mentation date and 1.81] percent by 
year 2000. 

Tariff rate quotas will be put in 
place to control the access Canada 
has offered. The federal govern- 
ment has yet to determine how 


these quotas are to be administered. 


Exports — All GATT signatories 
have agreed to implement reduc- 
tions of export subsidy dollars by 
36 percent, and of the volume of 
subsidized exports by 21 percent. 
Under the GATT, producer 
levies are considered as export 
subsidies, and will be subject to 
these reductions. This will have a 
substantial impact on the ability of 


the industry to use producer levies 
to subsidize dairy product exports. 

For a portion of the exports it 
chooses to maintain, industry stake- 
holders will have to work together 
to develop alternatives to levies for 
producer funding. 


While GATT has claimed most 
media attention, the industry must 
adjust to more than new trading rules. 
Trends in domestic markets are also 
forcing the industry to rethink how it 
will operate various programs. 

The trend leading to the cross- 
over, where consumption would be 
higher when measured on a solids 
non-fat as opposed to a butterfat basis, 
appears to have levelled off somewhat 
since the spring of 1993. Nonetheless, 
the Commission and the industry 
must be prepared to adjust programs 
to ensure that requirements are met 
for both solids non-fat and for butter- 
fat, and to ensure that structural 
surpluses of both milk components 
are managed effectively. 

Fortunately, dairy industry stake- 
holders have a long, strong history of 
working together to develop creative 
solutions to common challenges. The 
ability to forge consensus will be a key 
requirement in responding to coming 
changes. 

It is clear that the industry must 
develop such consensus through exist- 
ing structures, including the Canadian 
Milk Supply Management Committee 
(CMSMC) and national producer and 


processor organizations. These groups 
are working collaboratively to develop 
and implement new systems for order- 
ly marketing in the dairy industry. 

In order to assist the CMSMC and 
others in strategic planning, the 
Action Committee on Milk Allocation 
has seen its mandate expanded and 
its membership revised. To reflect its 
new goals, the group was renamed the 
Dairy Industry Strategic Planning 
Committee (DISPC). 

The federal-provincial Task Force 
on Orderly Marketing endorsed this 
new role and identified this forum as 
the Ad Hoc Review Committee for 
Dairy. 

The mandate of the Dairy Industry 
Strategic Planning Committee is as 
follows. 


e Within the parameters of supply 
management, to review and assess 
what changes in Canadian dairy pol- 
icy and supporting administrative 
structures are required to maintain 
the long-term viability of the dairy 
industry and to reflect the new 
GATT: 


¢ To develop an industry strategic 
plan for addressing these issues 
through the identification and 
documentation of feasible policy 
options for discussion and 
consensus-building at the industry 


level through existing industry com- 
mittees, such as the Canadian Milk 
Supply Management Committee, 
and through national producer and 


processor organizations. 


¢ To develop policies to ensure that 
the appropriate volume of milk is 
directed to the appropriate plant in 
a timely fashion. 


The CMSMC will consider the 
proposals of the DISPC before making 
its recommendations to the Task 
Force on Orderly Marketing. Industry 
stakeholders have agreed to devote the 
time and resources necessary to assist 
the CMSMC and thus secure the 
future of the Canadian dairy industry. 

Chaired by the Canadian Dairy 
Commission, the DISPC includes five 
producers, four processors, one mem- 
ber from a dairy-producer coopera- 
tive, one representative from each of 
the national offices of Dairy Farmers 
of Canada and the National Dairy 
Council of Canada, and one federal 
government representative. 

A separate committee, the Action 
Committee on Ingredients, also will 
continue its role in developing a 
strategic plan for the ingredients mar- 
ket and in ensuring that Commission 
programs in support of domestic 


ingredient use are effective. 


The National Dairy Policy 


The dairy industry is a key sector in 
the Canadian economy. Dairy farming 
generated more than $3.4 billion in 
farm cash receipts in 1993, while dairy 
products shipped from processing 
plants were valued at almost 

$9.0 billion. 

In Canada, there are two markets 
for milk — fluid and industrial. The 
fluid market (table milk and fresh 
cream) accounts for 41 percent of the 
milk produced, and the remaining 
59 percent is manufactured into dairy 
products such as butter, milk powders, 
cheese, yogurt, and ice cream. 

Each province governs the produc- 
tion and marketing of milk within its 
own borders and sets pricing formulas, 
quota policies, and other regulations 
accordingly. Marketing activities 
related to industrial milk, which is 
manufactured into products that are 
shipped across provincial boundaries, 
are carried out according to the terms 
and conditions of a federal-provincial 
agreement, the National Milk 
Marketing Plan. 


National Milk 

Supply Management 

Canada adopted a system of supply 
management for industrial milk in the 
early 1970s. Gone are the unstable 
markets, uncertain supplies and highly 
variable revenues for producers and 
processors common in the fifties and 


sixties. Supply management is the 


cornerstone of Canada’s national 
dairy policy. 

The purpose of milk supply man- 
agement is to provide a balance 
between the supply of industrial milk 
and the demand for dairy products. 
The domestic market is primarily 
supplied by Canadian milk produc- 
tion, except for a fixed volume of 
cheese imports and small amounts 
of other dairy products. 

The Canadian Milk Supply 
Management Committee (CMSMC) 
oversees the application of the 
National Milk Marketing Plan. 
Chaired by the Canadian Dairy Com- 
mission, the CMSMC has representa- 
tion from producers and governments 
from all provinces except Newfound- 
land, which does not produce signifi- 
cant amounts of milk for industrial 
purposes. Representatives of national 
consumer, processor and producer 
organizations participate as non- 
voting members. 

The CMSMC sets a national 
production target or Market Sharing 
Quota, which is constantly monitored 
and adjusted as necessary to reflect 
changes in demand, as measured in 
terms of butterfat. The Plan estab- 
lishes each province’s share of the 
national quota and it contains provi- 
sions for the sharing of any increase or 
decrease in this quota. Each province 
allocates its share to producers accord- 


ing to its own policies. 


The system does not completely 
prevent surpluses which are managed, 
for the most part, by export programs. 
Surpluses can result from milk produc- 
tion in the small margin (called the 
sleeve) which is included in the 
national Market Sharing Quota to 
minimize the possibility of shortages 
on the domestic market. As a result 
of meeting requirements for butterfat, 
Canada’s dairy industry is faced with 
a structural surplus of solids non-fat 
which are exported through planned 
marketing programs. 

Under the Plan, producers assume 
responsibility for the costs of export- 
ing dairy products that are not con- 
sumed in Canada. For this purpose, 
levies are collected by provincial 
authorities and remitted to the 


Commission. 


Import Controls 
on Dairy Products 


In order to operate its national milk 
supply management system, Canada 
has adopted a wide range of measures 
to monitor and control imports of 
dairy products. Without these mea- 
sures, the stability provided by the 
national dairy policy would be under- 
mined by imports, which are often 
highly subsidized by the countries that 
export them. The Canadian govern- 
ment has established import controls 
which are administered by Foreign 


Affairs and International Trade 


Canada under provisions of the 
Export and Import Permits Act. The 
import control system will be substan- 
tially changed once the GATT is 
implemented in 1995. 


Target Price for 

Industrial Milk 

The target price is set at a level 
intended to provide efficient milk pro- 
ducers with a return which will cover 
their labour, investment and cash costs 
related to the production of 

industrial milk. 

The cost of producing milk is cal- 
culated from data collected through 
surveys On approximately 350 farms in 
New Brunswick, Quebec, Ontario, 
and Manitoba. Thirty percent of the 
sample, made up of producers with 
the highest per-hectolitre costs, is 
eliminated for the purposes of calcu- 
lating the target price. 

Since the mechanism measures 
costs on the farm on an annual basis, 
changes in the cost of producing milk 
can be reflected promptly in the target 
price. This is intended to pass the 
benefit of productivity gains at the 
farm to the consumer. 


Support for the Target Price 


The federal government supports the 
target price for industrial milk in the 
marketplace through two programs of 
the Canadian Dairy Commission. 

Producers receive direct support 
payments from the government on 
deliveries of industrial milk and cream 
produced to meet domestic require- 
ments. These payments are part of the 
target price and are intended to mod- 
erate the price consumers pay for dairy 
products. In this way, consumption is 
stimulated thus helping to maintain 
the size of the dairy industry. 

Secondly, the Commission sets 
support prices for butter and skim 
milk powder and offers to purchase 
products at these prices. This provides 
a mechanism whereby, with the direct 
support payment, producers can 
achieve the target price for their milk. 
Support prices are set at a level 
designed to provide manufacturers 
of dairy products with an assumed 
margin to cover costs and a return 
on their investment. 

Target and support prices are used 
as a guideline by the provincial agen- 


cies in setting their milk prices. 


The 1993-94 Dairy Year in Review 


MILK SUPPLY 
MANAGEMENT 


The overall demand for butterfat, 
which had begun to rise during the 
last half of the 1992-93 dairy year, 
gained further momentum in 
1993-94. 

On August 1, 1993, in response 
to this increase, the Canadian Milk 
Supply Management Committee 
raised the national Market Sharing 
Quota (MSQ) by 2 percent from 41.1 
to 41.9 million hectolitres. This pro- 
vided for estimated domestic require- 
ments of 40.3 million hectolitres plus 
a 4-percent sleeve of 1.6 million hec- 
tolitres. The increase was welcomed 
by industry as it followed four succes- 
sive years of national quota reductions 
due to declining butterfat demand. 

The Commission monitored trends 
in domestic requirements and milk 
production on a monthly basis. While 


demand for butterfat continued to 


increase, milk production in the early 
months of the 1993-94 dairy year fell 
despite the additional quota in the 
system. Lower milk production was 
primarily due to poor summer weather 
conditions in some regions and a 
temporary underutilization of cream 
quotas in Ontario as a result of pro- 
grams to convert cream shippers to 
whole milk production. 

As a result of these factors, stocks 
of butter held by the Commission as a 
hedge against domestic market short- 
ages fell to very low levels. To remedy 
this situation, action was taken on 
two fronts. 

First, in November 1993, the 
CMSMC agreed that the national 
MSQ should be increased on a tempo- 
rary basis by a further 1 million hec- 
tolitres (to 42.9 million hectolitres). 
This additional quota was issued to all 
provinces on the basis of their shares 
of the national quota, and was to 


Provincial Shares of National Market Sharing Quota (MSQ) (in millions) 


July 31, 1994 


Prince Edward Island 3.094 
Nova Scotia 1.965 
New Brunswick 1.924 
Quebec Vision 
Ontario 47.478 
Manitoba 5.851 
Saskatchewan 3.817 
Alberta 10.017 
British Columbia 6.790 
CANADA 154.461 


Kdlograms of butterfat 


Hectolitres of milk % 
0.860 2.0 
0.546 eS 
0.534 1B?) 

20.424 47.6 

13.188 30.7 
1.625 3.8 
1.060 Des 
2.782 6.5 
1.886 4.4 

42.905 100.0% 


remain in effect to the end of the 
1993-94 dairy year. Secondly, after 
extensive consultation with industry 
stakeholders, the Commission 
imported 750 tonnes of butter from 
the United States. 

A substantial portion of the 
increase in butterfat demand can be 
attributed to the Commission’s price 
incentive programs including the 
Butterfat Utilization Program and 
the Rebate Program for Further 
Processors. In addition, consumer 
demand for most dairy products was 
very strong during 1993-94. By the 
end of the dairy year, domestic 
requirements had increased by 
3.7 percent, measured on a butterfat 
basis, and by 1.6 percent when mea- 
sured on a solids non-fat basis. 

At year-end in July 1994, the 
CMSMC decided that the 1 million 
hectolitres of national quota that had 
been added in November 1993 
should remain in the system for the 
1994-95 dairy year and be reallocated 
to provinces in accordance with provi- 
sions of the National Milk Marketing 
Plan. 

Given that the demand for butter- 
fat is currently increasing at a faster 
rate than for solids non-fat, it is gener- 
ally believed that the cross-over 
(the point when the demand for milk 
would be higher if based on require- 
ments for solids non-fat) will not 
occur in the foreseeable future. 

Industrial milk and cream produc- 
tion for the year totalled 43.3 million 


hectolitres, an increase of 1.4 million 
hectolitres (3.2 percent) above 
1992-93. Of this amount, 0.6 million 
hectolitres was above the quota estab- 


lished for the year. 


Activities of the 
Canadian Milk Supply 
Management Committee 


The Canadian Milk Supply Manage- 
ment Committee continued to regu- 


larly consider economic and marketing 


factors affecting the industry. These 
include trends in domestic consump- 
tion and production, forecasts of the 
Commission’s skim milk powder and 
butter purchases, and export market 
conditions. The CMSMC also 
reviewed and assessed reports pertain- 
ing to the Commission’s marketing 
operations and promotional activities, 
provincial levy obligations and applica- 
tion, and provincial quota allocations. 


Industrial Milk Production and Requirements (million hectolitres) 


Canadian 
requirements’ 


Total MSQ 


1986-87 46.6 47.0 
1987-88 47.3 47.2 
1988-89 47 4 46.77 
1989-90 46.1 45.4 
1990-91 44.7 43.4 
ONES? 42.4 AV 
1992-93 41.1 41.2 
1993-94 42.9 42.7 


Surplus production 


Production (deficit) 
46.8 (0.2) 
48.5% les 
48.8 pat 
47.0 1.6 
45.8 2.4 
44.6 BD 
41.9 Ow 
43.3 0.6 


‘Actual domestic requirements as determined at year-end plus a sleeve and the additional MSQ 


approved by the CMSMC. 


“Includes 0.1 million hectolitres of additional quota for British Columbia and Nova Scotia. 


*Provinces were permitted to produce up to 3% above their MSQ at the sleeve levy rate. 


Production of Industrial Milk and Cream (thousand kilograms of butterfat) 


1991-92 
Prince Edward Island 3,082 
Nova Scotia DIAM 
New Brunswick 2,096 
Quebec 74,829 
Ontario 50,798 
Manitoba 6,223 
Saskatchewan 4,030 
Alberta 10,431 
British Columbia 6,807 
CANADA 160,497 


1992-93 1993-94 
2,998 3,107 
2,004 2,038 
1,874 1,902 

70,387 73,583 

47,065 48,060 
5,766 5,960 
3,910 3,743 

10,067 10,155 
6,742 7,159 
150,813 155,707 
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Throughout the year, the CMSMC 
was kept fully informed of the devel- 
opment of regulations under the 
Canadian Dairy Commission Act 
to ensure an adequate federal presence 
in the interprovincial marketing of 
dairy products. 

The CMSMC considered and will 
continue to review the development 
of a program to enhance the use of 
domestically-produced dairy ingredi- 
ents by the confectionery sector dur- 
ing the forthcoming dairy year. 

The CMSMC also weighed indus- 
try implications of emerging trends 
on the domestic market as well as 
possible future effects of the North 
American Free Trade Agreement 
(NAFTA) and the GATT on 
Agriculture. Progress reports from 
the Dairy Industry Strategic Planning 
Committee (DISPC), charged with 
developing recommendations for a 
revised national milk marketing 
system, were also reviewed. 

At its July 1994 meeting, the 
Canadian Milk Supply Management 
Committee considered a number of 
interim recommendations developed 
by the DISPC. These recommenda- 
tions will be refined by the DISPC and 
a final approach will be considered by 
the CMSMC during the 1994-95 


dairy year. 


LEVIES 
Under the National Milk Marketing 


Plan, milk producers assume responsi- 
bility for the costs associated with the 
export of dairy products not required 


for domestic consumption. Levies for 


Levies Remitted by the Provinces on Total Fluid and Industrial Milk 


(in thousands) 


1991-92! 
Prince Edward Island $ 2,443 
Nova Scotia 4,058 
New Brunswick 3,305 
Quebec 90,703 
Ontario 79,548 
Manitoba 8,306 
Saskatchewan 4,883 
Alberta 13,853 
British Columbia 11,619 
CANADA S21I318 


1992-93! 1993-942 
$ 1,516 $ 1,908 
3,210 3,748 
2,103 O87, 
46,652 48,783 
51,756 50,692 
5,483 6,057 
5,395 3,199 
11,634 11,559 
9,034 13,398 
$136,783 $141,531 


'For 1991-92 and 1992-93, levies were collected separately and different rates applied for fluid and 


industrial milk. 


Beginning in 1993-94, one levy is now collected on all milk. 


this purpose are collected by provincial 
marketing boards and agencies 
through deductions from payments to 
milk producers. These levies are subse- 
quently remitted to the Commission 
on a monthly basis in accordance with 
rates and conditions established by the 
Canadian Milk Supply Management 
Committee. These levies are also used 
to finance special programs approved 
by the CMSMC to increase domestic 
use of dairy products. 

During the 1993-94 dairy year, 
the Commission implemented the 
final phase of a three-year plan 
approved by the CMSMC to modify 
the method of calculating provincial 
levy responsibility. This plan has 
gradually increased fluid milk sector 
funding of the Commission’s pro- 
grams to 100 percent. 

In 1993-94, the provinces pro- 
vided the Commission with their share 
of the in-quota levies calculated on the 


basis of all sales of both fluid and 
industrial milk produced within the 
market sharing quota. In 1991-92, 
45 percent of the levies had been paid 
on the basis of all milk, and in 
1992-93, the figure was 75 percent. 

Each province’s levy responsibilities 
for deliveries above its share of quota 
were based on the disposal costs of 
surplus butterfat and solids non-fat 
produced in the province. 

In 1993-94, over-quota rates 
ranged from $31.92 to $33.84 per 
hectolitre, depending on the average 
yield of butterfat and non-fat compo- 
nents in the province’s milk. 

The rate on over-quota deliveries 
of cream was decreased from $5.91 to 
$5.40 per kilogram of butterfat to 
reflect lower butterfat disposal costs. 

In 1993-94, levies included an 
$0.08 charge per hectolitre of indus- 
trial milk, to cover costs associated 


with maintaining the Commission’s 
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butter inventories at levels sufficient 
to assure domestic supply. Effective 
August 1, 1993, as a result of federal 
budgetary restraint, levies have also 
been used to finance the 
Commission’s administrative costs 
related to domestic marketing of 
butter and skim milk powder. 

During 1993-94, provincial milk 
boards and agencies remitted a total 
of $141.53 million in levies to the 
Commission from the industrial and 
fluid sectors. 

The CMSMC annually approves a 
budget that uses projected marketing 
costs to establish overall provincial levy 
obligations. Decisions on the actual 
levy rates applied to producers is the 
responsibility of the provincial 


agencies. 


IMPORT CONTROLS 
ON DAIRY PRODUCTS 


No changes were made to the import 
control structure for dairy products 
in 1993-94. 

The conclusion of the Uruguay 
Round of the General Agreement on 
Tariffs and Trade (GATT) negotiations 
requires a transition from quantitative 
import controls to the regulation of 
imports through tariffs. Tariff rate 
quotas will be established for a list 
of products negotiated through the 
GATT. 

Canada maintained import quotas 
for ice cream, yogurt, buttermilk pow- 
der, condensed milk and cheese in the 
1993-94 dairy year. The import quota 
for cheeses set in 1978 at 20.4 million 


kilograms per year has remained 


unchanged. This level allows for 
substantially greater access for foreign 
cheese into the Canadian market than 
is granted proportionally for Canadian 
cheese in the United States or the 
European Community. 

A response to the 1993 report of 
the Canadian International Trade 


Tribunal on the allocation of import 
quotas was prepared by dairy industry 
stakeholders with the participation of 
the Commission. The industry has 
requested that historical imports from 
existing importers be continued, with 
the Commission given responsibility 


for imports of butter, concentrated 


Target Price for Industrial Milk (per hectolitre) 


MOhoP. August | 
L993 February 1 
1993 August 1 


$49.86! 
$50.36! 
$50.84? 


‘Includes $0.08 to cover all eligible costs associated with actual butter inventories, up to normal 
levels determined by the Commission, and $0.02 as a processor contribution to a rebate fund for 


dairy ingredient users. 


*Includes $0.08 to cover administrative costs related to the Commission’s domestic marketing 
activities, and costs associated with the normal stocks of butter held by the Commission. 


Support Price Structure — August 1, 1993 


TARGET PRICE FOR INDUSTRIAL MILK 


$50.84 per hectolitre 
Butter Skim Milk Powder 
Support Support : 
price required price required Deemer ometar 
to meet to meet ‘ oh ace 
12 - Margin to Milk 
target price target price Bee 
(per kilogram) $ 5.324 (per kilogram) $ 3.498 |™| $760 |* 
Amount Amount he AS Ee 
in one hL in one hL ; | Ai 
of milk x4.365kg | | of milk x 8.51 kg rns 
$23.239 $29.768 


Federal Support Prices for Butter and Skim Milk Powder (per kilogram) 


Effective date Butter Skim milk powder 
1992 August | $5.sil7 $3.304 
1993 February 1 $5.363 $3.339 
1993 August 1 $5.324 $3.498 
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milk, milk powders and liquid milk. 
The Commission is awaiting the 
response of government to these 


requests. 


TARGET PRICE FOR 
INDUSTRIAL MILK 


Since July 1990, the Commission has 
set the target price for industrial milk, 
the processor margin, and the support 
prices for butter and skim milk pow- 
der. The Commission sets these prices 
following receipt of stakeholder advice 
from its Consultative Committee. 

On August 1, 1993, the target 
return to producers for industrial milk 
rose to $50.76 per hectolitre (contain- 
ing 3.6 kilograms of butterfat). 
Although cost data collected accord- 
ing to previously used methodology 
indicated the addition of 
2.2 percent in the target return, the 
Commission opted for a more moder- 
ate increase of 1 percent to maintain 
market stability. The assumed proces- 
sor margin increase was also limited to 
1 percent for the same reasons. 

The butter carrying charge, which 
is included in the target price, was 
$0.08 per hectolitre. This charge is 
remitted to the Commission through 
producer levies. With the addition of 
this charge, the target price totalled 
$50.84 per hectolitre for 1993-94, 

While the cost of production data 
showed a slight increase at the 
February 1, 1994 review point, it did 
not amount to the 2 percent 
difference level required in the past to 
trigger a mid-year price adjustment. 
On August 1, 1994, the Commission 
increased the target return to produc- 
ers by a further 3 percent to 
$52.28 per hectolitre. 


SUPPORT PRICES 
FOR BUTTER AND 
SKIM MILK POWDER 


On August 1, 1993, the support price 
for skim milk powder increased from 
$3.339 to $3.498 per kilogram, while 
the support price for butter was 
reduced from $5.363 to $5.324 per 
kilogram. These adjustments reflected 
the increased producer target return, 
oftset the reduction in the federal 
direct support payment, and shifted a 
small amount of the market return 
from butter to solids non-fat. 

The processor margin included in 
the calculation of the support prices 
increased to $7.60 per hectolitre on 
August 1, 1993. 


DIRECT SUPPORT 
PAYMENTS TO MILK 
PRODUCERS 


Under the federal program supporting 
the target price for industrial milk, 
producers receive direct support pay- 
ments for milk and cream shipments 
produced to meet domestic require- 
ments. 

In the 1993-94 dairy year, 
monthly payments were made at the 
rate of $1.508 per kilogram of butter- 
fat ($5.43 per hectolitre of milk con- 
taining 3.6 kilograms of butterfat). 
This compares with the direct pay- 
ment rate of $1.675 per kilogram 
of butterfat ($6.03 per standard hec- 
tolitre) which had been in effect since 


Direct Support Payments to Producers of Industrial Milk and Cream 


(in thousands) 


1991-92 
Prince Edward Island $ 4,938 
Nova Scotia BIS) 
New Brunswick 3,095 
Quebec 112,096 
Ontario 73,788 
Manitoba 9,164 
Saskatchewan 6,101 
Alberta aA756 
British Columbia 10,142 
CANADA $238,185 
Number of Dairy Farms 

1991-92 
Prince Edward Island 614 
Nova Scotia 622 
New Brunswick 49] 
Quebec 13,415 
Ontario 10,233 
Manitoba 1,824 
Saskatchewan LIS) 
Alberta 1,864 
British Columbia 987 
CANADA 31,200 


1992-93 1993-94 
$ 4,867 $ 4,465 
3,093 2,836 
2,987 2,776 
113,130 106,106 
73,33 68,517 
9,063 8,443 
5,941 5,509 
15,714 14,456 
10,598 9,799 
$238,728 $222,907 

1992-93 1993-94 
566 502 
560 503 
467 418 
12,659 11,864 
9,770 8,793 
1,677 1,154 
1,024 758 
1,692 312 
943 895 
29,358 26,199 
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1975. At the new reduced level, the 
direct payment represents 10.7 per- 
cent of the target price, compared to 
24 percent in 1975. 

Total payments to producers 
reached $222.91 million for 
147,816 million kilograms of butterfat 
(41,060 million hectolitres of milk), 
produced for domestic consumption. 
In 1992-93, the payments to produ- 
cers were higher at $238.73 million. 


COMMERCIAL 
OPERATIONS 


Offer to Purchase Program 
Butter — The Offer to Purchase 


Program provides butter manufactur- 
ers with two options to sell butter to 
the Commission — Plan A and 

Plan B. 

Under Plan A, processors may 
sell or purchase butter in 25 kilogram 
blocks at the support price to or from 
the Commission. Plan A is used 
mainly by firms that produce more 
butter than they can market, or by 
manufacturers that require butterfat. 
It is basically a surplus-removal 
program. 

Under Plan B, butter manufactur- 
ers may sell butter in blocks or in print 
form to the Commission and must 
repurchase this butter within one 
calendar year. Plan B is used by firms 
to balance the seasonality of their 
production and sales over the year. 

Changes were made to the Offer 
to Purchase Program in 1991-92 to 
encourage greater use of the Plan B 
approach by the industry, thereby 
reducing the use of Plan A and 
improving the overall efficiency of 
the sector. 


Butter and skim milk powder 
inventories — The Commission 
began the 1993-94 dairy year with 
8.11 million kilograms of butter and 
8.33 million kilograms of skim milk 
powder in inventory. During the year, 
the Commission purchased 15.55 mil- 
lion kilograms of butter and 

30.46 million kilograms of skim milk 
powder. Sales of 15.10 million Kilo- 
grams of butter and 28.96 million 
kilograms of skim milk powder left 
respective closing inventories of 

8.56 and 9.83 million kilograms as 
of July 31, 1994. 

The increased purchase of skim 
milk powder over the previous year 
was due to the proportionally larger 
demand for butter than for skim milk 
solids on the domestic market. The 
Commission raised quota by 4.5 per- 
cent during the 1993-94 dairy year to 
accommodate the higher demand for 
butterfat, which in turn increased 


surplus skim milk powder production. 


Plan B Program for Skim Milk 
Powder — This Plan B Program 
operates on the same principle as the 
Plan B butter initiative funded by 


producers with the approval of the 
Canadian Milk Supply Management 
Committee. The skim milk powder 
program was implemented to 
encourage the production of specialty 
powders when milk supplies are plen- 
tiful, thereby minimizing the demand 
for fresh skim milk solids during the 
fall period when milk production is 
traditionally low. 


Concentrated Milk Assistance 
Program — The Commission modi- 
fied and renamed the previous Plan B 
Program for Evaporated Milk during 
1994. The Concentrated Milk 
Assistance Program offers financial 
assistance to manufacturers to offset 
carrying charges incurred due to addi- 
tional product storage time. 

This Program encourages manufac- 
turers of evaporated milk and sweet- 
ened condensed milk to produce these 
products during periods of the year 
when milk supply exceeds market 
needs. The products are brought out 
of storage when production is tradi- 


tionally lower. 


Marketing Activities of the Commission (million kilograms) 


Purchases 


Butter 
1991-92 25/1 
1992-93 16.46 
1993-94 15.55 
Skim milk powder 
1991-92 S735 
1992-93 20.75 
1993-94 30.46 


Stocks at 


Sales year-end 
23.33 17.05 
25.40 Salad 
15.10 8.56 
62.71 3.73 
16.15 8.33 
28.96 9.83 
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Carrying charges — Carrying 
charges associated with the 
Commission’s Offer to Purchase 
Program for butter and skim milk 
powder totalled $3.16 million in 
1993-94. 

To cover the costs of normal butter 
inventory levels (stocks held by the 
Commission to ensure adequate 
domestic supplies), a charge is added 
to the target price for milk and passed 
on to the market through the support 
price structure. This surcharge 1s 
recovered by the Commission through 
producer levies. The 1993-94 rate of 
$0.08 per hectolitre of industrial milk 
was increased to $0.12 for the begin- 
ning of the 1994—95 dairy year. 

The Commission decided to 
re-establish the normal level of butter 
inventory at 10 million kilograms, the 
level in effect prior to 1992 when it 
was set at 8 million kilograms. The 
reduced level was found to be inade- 
quate, given the surge in butterfat 
demand experienced in the autumn 
of 1993. This market turnaround, 
coupled with lower production levels, 
depleted the Commission’s stocks of 
butter and ultimately led to the mod- 
est butter imports undertaken in 
November 1993. 

Through levies, producers pay the 
total storage, transportation and inter- 
est costs incurred by the Commission 
on surplus butter, skim milk powder 
and other programs operated under 


the Offer to Purchase Program. 


Butter transportation assistance — 
The purpose of transportation assis- 
tance is to stabilize the price of butter 
and ensure its availability across 


Canada. The program applies to the 
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movement of butter from butter- 
surplus to butter-deficient regions as 
determined by the Commission. 
Butter purchasers qualifying under 
this program have a portion of their 
transportation costs reimbursed. 

Due to a significant change in 
butter manufacturing patterns, more 
surplus butter is being produced in 
the traditionally deficient region of 
Western Canada, thereby substantially 
reducing the amount of assistance paid 


under this program in recent years. 


Animal Feed 
Assistance Program 


Funded by producer levies, this 
Program provides financial assistance 
to animal feed manufacturers for the 
purchase of skim milk solids as a feed 
or feed ingredient. 

Intended to promote the domestic 
use of skim milk powder and reduce 
the export of surplus product, this 
Program may take on new importance 
with the upcoming implementation of 
the GATE. 

The rate of assistance available 
under this Program on August 1, 
1993, was set at $1.448 per kilogram 
and remained constant for the entire 
dairy year. The total volume on which 
assistance was provided in 1993-94 
was lower than in the previous dairy 
year (4.23 compared to 6.71 million 
kilograms). This decrease was caused 
by the suspension of the Program in 
the fall of 1993 due to low milk avail- 
ability and the increasing replacement 
of skim milk powder by other protein 


sources in animal feed manufacture. 


The Butterfat 
Utilization Program 


This Program is funded by producers 
and has been in place for the past two 
years. Producers have renewed their 
commitment to this initiative by 
approving its continuation until the 
end of the 1995-96 dairy year. 

The objective of the Program is to 
encourage greater use of butterfat in 
specific sectors. It has been a resound- 
ing success, especially in the bakery 
sector where butter use has doubled 
since the Program was implemented. 
The effective replacement of butterfat 
substitutes with butter has contributed 
significantly to increased butterfat 
consumption. The Program has bene- 
fitted all regions of Canada by provid- 
ing assistance to many small bakeries 
using butter in their baked goods. 

Although the Program was 
expanded to include the popcorn 
industry in 1992-93, the effect of 
this addition was not felt until the 
1993-94 dairy year. During that 
period, the Commission provided 
assistance on 265,640 kilograms of 
butter used in cinemas and in the 
production of caramel popcorn for 
retail sales. 

The Program also aims to encour- 
age the development of new fat-rich 
products like ghee, fractionated butter 
and clarified butter. 

During 1993-94, the Commission 
provided assistance on approximately 
4,470 tonnes of butter, which repre- 
sents approximately | million hec- 
tolitres of additional domestic milk 


consumption. 
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DOMESTIC 
MARKETING 


The Commission uses its unique 
position in the industry to identify 
and promote opportunities to market 
more milk — an activity which com- 
plements the role of other industry 
participants. 

As marketing initiatives are 
financed through producer levies, 
the Commission’s marketing activities 
require the endorsement of the 
Canadian Milk Supply Management 
Committee. The current array of 
programs are designed to address 
specific market challenges and include 
the Butterfat Utilization Program and 
the Animal Feed Assistance Program 
(both reported on in the previous 
section); the Milk Bread Program 
(a rebate on skim milk powder used in 
breads meeting certain milk ingredient 
specifications); the Domestic Dairy 
Product Innovation Program; and 
the Rebate Program for Further 


Processors. 


Domestic Dairy Product 
Innovation Program 


The Domestic Dairy Product 
Innovation Program assists innovators 
striving to introduce for the domestic 
market new, made-in-Canada prod- 
ucts which contain milk ingredients. 

The Program volume approved by 
the CMSMC is equivalent to 1 percent 
of Market Sharing Quota, which 
amounted to approximately 2.1 mil- 
lion hectolitres. 

Since the Program was imple- 
mented in 1989-90, 34 projects, 
involving 311,978 hectolitres of milk, 


have been approved. 


Per Capita' Disappearance of Dairy Products in Canada, 1983-1993 


Fluid or table 


milk and Ice 
cream cream Yogurt 
LITRES 

1983 107.83 aes) 1.89 
1984 107.66 11.98 D ND 
1985 106.31 R22 2.41 
1986 107.86 12.43 A AE 
1987 109.22 Talis 3.20 
1988 107.93 2B 3.29 
1989 103.10 11.40 3.44 
1990 102.51 11.45 Oy, 
1991 100.70 10.86 BMY 
1992 O19) oy) 10.36 3.09 
1993 96.99 10.77 3.24 


‘Based on population, July 1. 


*Does not include cheese used in processed cheese. 


Cheddar’ _ Processed* 
Butter cheese cheese 
4.36 1.47 Up 
4.27 MP2 2.08 
4.10 2.14 2.03 
SroD 2.36 1.96 
BoP 2.34 2.06 
3.83 2.04 Deo 
3.47 BAY DNB 
2H 1.68 2 Dp 
2.98 1.86 2.01 
2.82 78) 2.03 
2293 1.81 1.98 


Skim 

Specialty’ Total milk Cottage 

cheese cheese powder cheese 
IKTLOGRAMS 

39) SD) 173 22 
4.29 8.09 25 122 
4.65 8.82 1.81 Lae 
5.23 O55 LS 1a? 
SroL G9) Paes E22 
prod Wool 2.02 1.20 
oro QD) 220 1.10 
5.46 9.36 ey Lu 
Dros 9.41 ella 1.03 
DAD 9.47 1.02 O92 
5.87 9.65 1.20 0.88 


*Cheese equivalent of processed cheese (calculated at 73% cheese by volume), of which 95% is assumed to be cheddar, and the balance specialty cheese. 


Rebate Program 
for Further Processors 


This Program provides assistance to 
manufacturers of finished food prod- 
ucts, thereby encouraging the mainte- 
nance and growth of the domestic 
market for dairy ingredients. 

After in-depth consultation with 
industry and non-industry stakehold- 
ers, the Commission developed and 
implemented this initiative in 1992. 
The Program took the form of a 
rebate and was initially financed by 
both producers and processors 
through levies. Processors had 
contributed to the Program through 
a levy added to the price of milk. 
Since August 1993, however, the 
processors’ share of the rebate 
(13.1 percent) is achieved through 
direct discounts negotiated between 
further processors and dairy product 
suppliers. 


Sources: Statistics Canada, Canadian Dairy Commission 


The Rebate Program has been 
approved until the end of the 
1995-96 dairy year. Commitments 
for the 1993-94 dairy year totalled 
$12.7 million. To date, requests for 
assistance on dairy ingredients used in 
almost 3,000 finished food products 
have been received from 86 different 
companies, including 10 from the 
confectionery sector. Of this number, 
over 2,200 products were accepted 
under the Program guidelines. A sig- 
nificant portion of the assistance has 
been allocated for mozzarella and 
cheddar cheeses used in pizzas, pastas, 
and macaroni and cheese dinners. 

The milk used under this Program 
represents 1.06 million hectolitres on 
a butterfat basis, or 2.6 percent of 
annual domestic requirements, and 
1.47 million hectolitres on a solids 
non-fat basis, equivalent to 3.6 per- 


cent of domestic requirements. 
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INTERNATIONAL 
MARKETING 


Although world dairy production 
dropped in 1993, international prices 
remained relatively low during the 
year in the wake of decreased import 
demand. However, during the 
summer of 1994, there was a marked 
firming of prices created by difficult 
climatic conditions in Europe, North 
America and Oceania. 

In spite of reduced world dairy 
trade activity in 1993, there are 
grounds for optimism that an eco- 
nomic recovery, resulting in higher 
dairy trade levels, will emerge in 1994. 
The conclusion of the Uruguay 
Round negotiations should lead to 
increased export opportunities starting 
in 1995. International prices for some 
dairy products could increase due to a 


phased reduction of export subsidies. 


Skim Milk Powder 


Increased butter and skim milk 
powder production, together with a 
reduction in demand for skim milk 
powder, resulted in substantially 
greater purchases of this product by 
the Commission in 1993-94 under its 
Offer to Purchase Program. This 
reversed a four-year trend of reduced 
purchases. 

Commercial exports reached 
23.8 million kilograms, a 65 percent 
increase over 1992-93. Algeria and 
Mexico were the Commission’s major 
customers for this product, accounting 
for nearly three-quarters of skim milk 
powder exports. Other commercial 
clients for Canadian powder were 
Cuba, Egypt, the Caribbean and 
Central America. 

Skim milk powder sales to the 
Canadian International Development 
Agency (CIDA) for food aid programs 
were limited to 2 million kilograms. 
The low availability of vitamin- 
enriched powder and CIDA’s reduced 
budget did not permit further use of 


skim milk powder for these purposes. 


Butter 


Supplies of butter are usually tight 
from September to December when 
dairy production is at its lowest level 
and consumption at its highest. The 
fall of 1993 was particularly difficult as 
milk and butter production levels 
were very low. All butter exports 

were suspended, but despite this 
action, 750 tonnes of butter had to 

be imported over that period to meet 


domestic demand. 


No butter exports took place until 
June 1994, when a 2000-tonne sale 
of salted and unsalted product was 
made to Egypt. Other smaller ship- 
ments went to the Caribbean. 


Evaporated Milk 

The international market for evapo- 
rated milk is highly competitive since 
prices offered by European companies 
are notably lower than ours. However, 
the Commission has been able to con- 
tinue exports of this product to Libya 
where a close buyer-seller relationship 
has been developed over the past 
twelve years. Large shipments have 
made it possible for the Commission 
to obtain very reasonable transporta- 
tion rates. The Commission was able 
to export 250,000 cases of evaporated 
milk in 1993-94. 


Whole Milk Powder 


Whole milk powder exports grew 

in 1993-94 with increased deliveries 
undertaken during the second half of 
the year. 

In total, Canada exported 7.9 mil- 
lion kilograms in 1993-94, compared 
to 7.0 million kilograms in 1992-93. 
Algeria remained the Commission’s 
major customer, although Cuba also 
purchased a significant quantity over 


the year. 


Dairy Product Export 
Assistance Program 


The major products exported under 
this Program are cheese and a variety 
of other dairy products used as ingre- 
dients in finished products. 
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The Commission provided assis- 
tance to facilitate the export of 
10.4 million kilograms of cheese in 
1993-94, compared to 10.7 million 
kalograms in 1992-93. The major 
markets for Canadian cheese are the 
United Kingdom, the United States, 
Mexico, Japan, and Brazil. 

Products exported under this 
Program represents a major portion of 
the Commission’s exports. This initia- 
tive enables Canada to expand its 
range of export products and to maxi- 


mize exports of value-added products. 


The Canadian Dairy Commission 


HISTORY 


In March 1965, a federal government 
dairy advisory committee recom- 
mended that the Canadian Dairy 
Commission be created to resolve 
two problems critically afflicting the 
dairy sector: the lack of coordination 
between federal and provincial poli- 
cies, and the absence of an effective 
means to control milk production. 
Production controls were needed to 
ensure stable and reasonable prices for 
dairy products and to prevent sur- 
pluses which were very costly to 
government. 

With the proclamation of the 
Canadian Dairy Commission Act on 
October 31, 1966, the federal 


government confirmed its commit- 
ment to a healthy and viable dairy 
industry in Canada. 

The Commission considers the 
Canadian system of milk supply man- 
agement as its main achievement — an 
achievement shared with the provinces 
and its industry partners. Supply man- 
agement was implemented in the early 
1970s with the interim Comprehensive 
Milk Marketing Plan, the precursor to 
the federal-provincial agreement 
known today as the National Milk 
Marketing Plan. Over the years, the 
Commission has also played a key role 
in dairy policy development, the 
expansion of international and domes- 
tic markets for dairy, and research. 


In July 1990, the federal govern- 
ment gave the responsibility for set- 
ting dairy target and support prices to 
the Commission. As recommended in 
the report of the Task Force on 
National Dairy Policy (1991), this 
responsibility has been continued. 
The Commission sets these prices 
after considering the advice of its 
Consultative Committee, which was 
restructured to represent industry 
and non-industry interests in pricing 
deliberations. 

In implementing the federal dairy 
policy, the Commission works closely 
with organizations such as Dairy 
Farmers of Canada, the National 


Dairy Council of Canada, provincial 


From left to right: Alvin Johnstone, Commissioner; Gilles Prégent, Chairman; Louts Balcaen, Vice-Chairman 
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milk marketing boards, agencies, and 
provincial governments. The Commis- 
sion also participates in several indus- 
try committees where regular policy 


discussions take place. 


MISSION STATEMENT 


The Canadian Dairy Commission 
plays a key role in the implementation 
of federal dairy policy and thus pro- 
motes the development and mainte- 
nance of a healthy and viable dairy 
industry in Canada. Working closely 
with provincial milk marketing boards 
and agencies, producers, processors, 
and exporters, the Commission 
advises the Minister of Agriculture and 
Agri-Food on matters relating to the 
dairy industry, and develops policies 
and programs which meet the needs 
of the industry while providing 
Canadian consumers with adequate 


supplies of quality dairy products. 


Authority 


Created as a Crown Corporation in 
1966 by virtue of the Canadian 
Dairy Commission Act (1966-67), 
the Commission is accountable to 
Parliament through the Minister of 
Agriculture and works closely with 
Agriculture and Agri-Food Canada on 
matters relating to the dairy industry. 
On June 23, 1994, regulations 
entitled Dairy Products Marketing 
Regulations were passed under the 
Canadian Dairy Commission Act. 
These Regulations were enacted as 
a result of a 1993 Supreme Court rul- 
ing in British Columbia, which held 
that portions of certain milk market- 
ing regulations in that province were 
invalid. The Dairy Products Marketing 
Regulations were designed to provide 


the necessary federal authority for 


interprovincial marketing in accor- 
dance with provisions of the National 
Milk Marketing Plan, and to prevent 
unregulated marketings of dairy 
products. 

The Commission has the authority 
to purchase, store, process, or dispose 
of dairy products; make payments to 
milk and cream producers for the pur- 
pose of stabilizing the price of indus- 
trial milk and cream; investigate 
matters relating to the production, 
processing or marketing of any dairy 
product; help promote the use of 
dairy products; and receive funds for 


the disposal of dairy products. 


Objectives 
Two objectives are delineated in the 
Canadian Dairy Commission Act. 


* to provide efficient producers of 
milk and cream with the opportu- 
nity of obtaining a fair return for 


their labour and investment; and 


* to provide consumers of dairy prod- 
ucts with a continuous and adequate 
supply of dairy products of high 
quality. 


Main Areas of Activity 


The Commission advises the Minister 
of Agriculture and Agri-Food on mat- 
ters relating to dairy policy; deter- 
mines domestic requirements for 
industrial milk and cream for the pur- 
pose of establishing Market Sharing 
Quota; establishes the target price for 
industrial milk based on cost of pro- 
duction data; and sets support prices 
for butter and skim milk powder and 
offers to purchase products at these 
prices. It also administers the govern- 
ment’s monthly payment to producers 
on eligible milk and cream shipments; 
calculates the levy amount to be 


collected from producers by the 
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provinces to cover costs associated 
with the marketing of dairy products 
by the Commission; exports dairy 
products not needed for domestic 
consumption and provides export 
assistance; and administers other mar- 
keting and promotion programs. 
The Commission chairs the 
Canadian Milk Supply Management 
Committee which coordinates the 
management of industrial milk and 


cream supplies in Canada. It also 
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and Cream Deliveries 
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chairs the Dairy Industry Strategic 
Planning Committee which will 
develop recommendations on issues 


facing the industry. 


OVERVIEW OF 
FINANCING 
ARRANGEMENTS 


Program costs — The Canadian 
Dairy Commission has two main areas 
of responsibility: activities financed by 
the Government of Canada through 
parliamentary appropriation; and 
those financed through levies collected 
from producers, and remitted to the 
Commission by provincial boards and 
agencies under the provisions of the 
National Milk Marketing Plan. 

The federal government, through 
the Commission, provides support to 


the dairy industry in two ways: 


¢ producers receive direct support 
payments on deliveries of industrial 
milk and cream produced to meet 


domestic requirements; and 


* support prices for butter and skim 
milk powder are set by the 
Commission at levels designed to 
allow producers and processors to 
cover costs and to obtain a fair 


return on their investment. 


For the direct support payments, 
the federal government provides 
financing to the Commission under 
the provisions of the Farm Income 
Protection Act. The payments are 
made to producers on eligible ship- 
ments of industrial milk and cream up 
to the maximum amounts authorized 
by regulations. As of August 1, 1993, 
the rate of payment was $1.508 per 
kilogram of butterfat, or $5.43 per 


hectolitre of milk with a butterfat 


content of 3.6 kilograms. It is paid on 
all milk produced within domestic 
requirements. 

The federal government also pro- 
vides funds used to carry out cost of 
production studies, which the 
Commission uses in determining the 
target industrial milk price. 

Through the Minister of Finance, 
the Government of Canada makes 
loans available to the Commission at 
rates it establishes for Crown 
Corporations to finance its purchases 
and sales of dairy products. 

Producers pay all costs incurred by 
the Commission in its marketing and 
market development initiatives 
through levies remitted by provincial 
authorities. Provinces set levies at rates 
for within-quota and over-quota ship- 
ments to reflect the relative costs of 
marketing dairy products within 
domestic demand and disposing of 
surplus products in domestic or export 
markets. 

Processors contribute to the fund- 
ing of the Rebate Program for Further 
Processors through direct discounts 
negotiated between further processors 
and dairy product suppliers. Prior to 
August 1993, processors contributed 
to the Program through a levy added 
to the price of milk. The processors’ 
share of the rebate for butter and 
butter oil is drawn from the previous 
year’s surplus of processor contribu- 
tions and is included in the total 
rebate paid by the Commission. 

Consumers pay the carrying, costs 
of normal butter inventories, held 
by the Commission to service the 
domestic market, through an add-on 
to the support price for butter. This 
add-on is collected back through 


producer levies. 
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Administrative costs — The adminis- 
trative costs of the Commission are 
shared by the government, producers 
and consumers. 

In 1989, the federal government 
announced that it would no longer 
finance the Commission’s administra- 
tive costs related to export marketing. 
Beginning in the 1993-94 dairy year, 
the government ceased to finance the 
Commission’s administrative costs 
for domestic marketing of butter and 
skim milk powder. For 1993-94, this 
has meant that 51.5 percent of the 
Commission’s administrative costs 
were funded by the government, 

30 percent were financed by produ- 
cers, and the remaining 18.5 percent 
covered by consumers. 

Producer and consumer funding 
portions are collected through the 
support price structure and remitted 
to the Commission through producer 


levies. 


MANAGEMENT ANALYSIS 
OF ISSUES IN PLANNING 


In addition to the issues raised in this 
report in the section entitled: 
“1993-94 Developments in Dairy 
Policy” (page 4), a number of other 
issues are expected to affect the activi- 
ties of the Commission in the five-year 


planning period to 1998-99, 


Significant Factors 
Affecting Financial Results 


In establishing provincial levy obliga- 
tions for the start of the dairy year, the 
Commission sets a budget to generate 
adequate revenue to cover marketing 
costs. The intent is to minimize the 


risk of a serious shortfall. 


In the 1993-94 dairy year, several 
factors had a significant effect on the 
Commission’s financial results and 
contributed to a surplus of more than 
$13.54 million in the producer levy 
account. These influences included 
changes in both the market for dairy 
products and general economic 
trends. 

In terms of economic trends, the 
Commission’s financial situation has 
benefitted from lower interest rates 
and higher than anticipated exchange 
rates. 

These factors combined to reduce 
the Commission’s costs in relation to 


budgeted levels in a number of areas. 


¢ Continued improvements in market 
trends led to lower stocks of butter 
held by the Commission. As a 
result, the Commission experienced 
reduced storage and handling costs 
associated with these stocks. Lower 
interest rates from the Government 
of Canada have reduced the funding 


required for financing purchases. 


e As year-end butter stock levels were 
lower than normal, there was no 
need to make provision for any 
future loss on such stocks, while the 
Commission had collected revenues 


from over-quota levies. 


¢ In addition, better exchange rates 
and better than average selling 
prices than had been budgeted 
meant that the Commission 
incurred a lower than anticipated 


loss on its exports. 


Service Standards 


The federal government is committed 
to delivering quality services that are 
affordable, accessible and responsive. 
To conform with the February 1994 
budget, Treasury Board is consulting 


with government departments and 
agencies on the preparation of a 
Declaration of Quality Service, to be 
completed by fall 1994. This decla- 
ration will define the principles on 
which federal services will be 
provided, namely: openness and 
transparency, fairness and equity, 
reliability, trmeliness and accessibility, 
and the willingness to improve. 

In addition to this government- 
wide declaration, individual depart- 
ments and agencies are expected to 
issue specific standards for services 
they provide by the summer of 1995. 
In developing these standards, depart- 
ments and agencies are expected to 
consult their clients to determine 
which aspects of service delivery are 
most important and how to provide 
better services with the resources 
available. 

The Commission is now in the pre- 
liminary stages of identifying the ser- 
vices it provides and working towards 
drafting standards for publication. 


Federal Budgetary Restraint 
and Spending Cuts 

Program costs — In December 
1992, the federal government issued 
an Economic Statement which set the 
stage for subsequent spending restric- 
tions. Beginning August 1993, the 
rate of the direct support payment was 
reduced by 10 percent from 1992-93 
reference levels to $1.508 per kilo- 


gram of butterfat. 


Administrative costs — The 
Commission’s administrative costs are 
financed 51.5 percent by the govern- 
ment, 30 percent by producers and 
18.5 percent by consumers. 

In line with government-wide fiscal 
restraint, the Commission’s operating 


budget, which is financed by the 
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government, will be reduced by over 
13 percent between the years 
1993-94 to 1995-96. 

Salaries, already frozen for a two- 
year period, will remain frozen for an 
additional two years, up to 1997. 

The implementation of these 
decreases will require the Commission 
to introduce even greater efficiencies 
and cost reductions. In order to 
achieve this, restructuring may be 
needed to some extent and new ways 
of delivering services found. This is an 
added challenge at a time when the 
Commission is expected to play a key 
role in the major policy and program 
review process being undertaken by 


the dairy industry. 


ACHIEVEMENT OF 
CORPORATE GOALS 
FOR 1993-94 


The following provides the 
Commission’s goals and a brief sum- 
mary of the level of its achievements 


over the past year. 


1. Consult with government, industry 
and non-industry stakeholders to 
facilitate the development of a 
long-term dairy policy. 


This is a long-term and ongoing goal. 
The Agreement on Agriculture in the 
Uruguay Round of GATT negotia- 
tions reached in December 1993 led 
to the creation of a federal-provincial 
Task Force on Orderly Marketing. 
The Vice-Chairman of the Canadian 
Dairy Commission serves as a member 
of this Task Force and the Com- 
mission already has made significant 
contributions to its deliberations and 
reports to date. 

In March 1994, the Task Force 


recommended that the Dairy Industry 


Strategic Planning Committee 
(DISPC), chaired by the Commission, 
take the lead in considering and mak- 
ing recommendations on orderly mar- 
keting issues facing the dairy industry. 
The DISPC made much progress from 
March to the end of the dairy year in 
July 1994 in the development of rec- 
ommendations for new federal and 
provincial policies to provide for con- 
tinued orderly marketing for the 
Canadian dairy sector. Such progress 
is continuing and final DISPC recom- 
mendations are scheduled for presen- 
tation to the CMSMC in October 
1994. 

The Task Force and the DISPC 
have both recognized the CMSMC as 
the industry’s primary decision- 
making body for those issues which 
relate to milk supply management, 
production, and industry structure. 
The Commission will continue to play 
a central role in facilitating and partici- 
pating in the various forums dealing 


with dairy policy. 


2. In concert with the industry, develop 
dairy program strategic plans that 
deal with the known challenges of the 
changing size and shape of the 
industry, and address the refining 
of current Commussion program 
activities accordingly. 


The trend leading to the cross-over of 
butterfat and solids non-fat in milk has 
levelled off since the spring of 1993. 
Nonetheless, the Commission and the 
industry realized that they had to be 
prepared to adjust programs to ensure 
that requirements were met for solids 
non-fat and for butterfat, to ensure 
that the market was kept fully sup- 
plied, and that structural surpluses of 


butterfat and solids non-fat were man- 
aged effectively. 

By late spring of 1993, it became 
clear that the Action Committee on 
Milk Allocation, which later became 
the DISPC, was the forum for 
discussions on these issues. Revamp- 
ing programs to operate in a post- 
GATT environment is a part of the 
DISPC’s work, as is ensuring that the 
existing and proposed programs in 
support of supply management are 
effective in light of evolving market 
trends. 

The two central stakeholder 
groups, the National Dairy Council of 
Canada and Dairy Farmers of Canada, 
are fully represented as members of 
the DISPGC. 


3. Identify the obstacles to competitive- 
ness throughout the Canadian dairy 
industry, particularly in relation to 
the United States, and develop 
strategies to overcome these hurdles. 


The goal of improving the competi- 
tiveness of the Canadian dairy indus- 
try remains an important part of all 
policy review and administrative plan- 
ning within the Commission. Such 
planning has resulted in reduced costs 
in the operation of Commission pro- 
grams and greater self-reliance of the 
industry. It has also contributed to the 
growth in demand for dairy products. 
The Commission continued to 
discuss the recommendations of 
consultants on measures to enhance 
competitiveness in the dairy sector 
with its Consultative Committee. 
Programs to enhance competitiveness 
were also reviewed by the Committee. 
In addition, progress was made 


respecting the review of methodology 
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to determine the cost of production 
of efficient producers. The consulting 
firm of Deloitte and Touche worked 
with the Consultative Committee in 
developing a revised methodology. 

A Handbook was produced for the 
use of provinces participating in data 
collection for the national cost of pro- 
duction calculations. The Handbook 
was finalized in April 1994. It estab- 
lishes and amplifies certain minimum 
standards of efficiency that a producer 
must meet to be eligible to participate 
in each province’s cost survey. 

The Commission continues to pur- 
sue these issues with its Consultative 
Committee and has sought its support 
for a proposed study on benchmarks, 
coordinated with Agriculture and 
Agri-Food Canada, for every sector in 
the industry. 

Competitiveness also was a major 
consideration in the Commission’s 
decision to moderate dairy price 
increases in August 1993, and in 
maintaining these prices in February 
1994. 


4. To work with industry to attempt 
to develop programs and other means 
to maintain and increase the use 
of dairy ingredients in finished foods 
for domestic and export markets. 


For many years, the ingredients mar- 
ket has represented a prime opportu- 
nity to retain and expand markets for 
dairy products. 

A review of the two ingredient 
programs administered by the 
Commission (the Rebate Program for 
Further Processors and the Butterfat 
Utilization Program) was undertaken 
by the Action Committee on 


Ingredients. Following its review, the 


Committee recommended an 
increased, guaranteed budget for these 
two Programs over a three-year 
period. It also supported improved 
and expanded assistance for these ini- 
tiatives and directed the Commission 
to use its discretion in considering 
applications from the confectionery 
sector for assistance under the Rebate 
Program. 

The CMSMC approved and 
expanded the overall budget recom- 
mendation for these price incentive 
programs in September 1993 and the 
Commission subsequently imple- 
mented these initiatives. 

The Action Committee on 
Ingredients also discussed possible 
alternatives to the use of levies for the 
processor contribution to the Rebate 
Program. As a result, the Commission 
implemented a proposal whereby 
processors would negotiate direct dis- 
counts with their dairy ingredient cus- 
tomers. For butter and butter oil, it 
was decided that the processors’ share 
of assistance would be taken from the 
funding surplus which had resulted 
from the previous processor levy 
system. 


GOALS FOR THE 
PLANNING PERIOD 

Goals 1 and 2, above, will be carried 
over into the 1994-95 dairy year. 
The Commission had also intended to 
undertake a benchmarking study with 
industry to identify “best competitive 
practices” from production through 
distribution across the country. While 
lack of funding has delayed this pro- 
ject, the Commission will continue to 
explore the possibility of moving 
forward on this goal. 


THE CONSULTATIVE 
COMMITTEE TO THE 
COMMISSION 


The Canadian Dairy Commission Act 
provides for the establishment of a 
Consultative Committee to advise the 
Commission on matters relating to 
the dairy industry. This nine-member 
Committee is appointed by the 
Minister of Agriculture and Agri-Food 
to represent the interests of milk pro- 
ducers, processors, further processors 
and consumers. 

The Consultative Committee has 
the responsibility to provide advice to 
the Commission on the appropriate 
level for the target price for industrial 
milk, the processor margin, and the 
support prices for butter and skim 
milk powder. This responsibility 
includes the task of advising the 
Commission on the appropriate 
methodologies to be used in establish- 
ing these levels. 

Three meetings were held during 
the 1993-94 dairy year. In addition to 
providing recommendations regarding 
pricing decisions for the February 1, 
1994 price review, the Committee 
completed its consideration of changes 
to the cost of production formula for 
milk. It was able to obtain a consensus 
on changes to the cost of production 
methodology and the creation of a 
Handbook for the use of provinces in 
collecting data. 

The Committee also continued its 
work on competitiveness in the dairy 
industry. Agriculture and Agri-Food 
Canada made presentations to the 
Committee on initiatives being under- 
taken by the Department which 
would enhance competitiveness in the 
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producer and processor sectors. A pro- 
posal prepared by the Department for 
a benchmarking study, for example, is 
currently before the Committee for 
consideration. 

The terms of most members 
expired in July 1994. In the absence 
of a formal Committee structure, an 
informal meeting of stakeholders, 
including former Committee mem- 
bers, was convened on July 26, 1994, 
to provide advice to the Commission 
on the setting of dairy prices for 
August 1, 1994. 

Mr. Neil Gray, former General 
Manager of Dairyland Foods, served 
as Chair of the Consultative 
Committee. Other members were 
Sandra Banks, Senior Vice-President 
of Government Affairs for Grocery 
Products Manufacturers of Canada; 
Vicki Billingsley, a consultant, retailer 
and consumer advocate; John Core, 
Chairman of the Ontario Milk 
Marketing Board; Honey Forbes, a 
lawyer, nurse and consumer advocate; 
Graham Freeman, Chairman and 
Chief Executive Officer of Ault Foods 
Limited; Dr. Gary Grant, a Professor 
of Economics and Business 
Management at the Nova Scotia 
Agricultural College; Robert Poirier, 
Director-General of the Industrial 
Milk Division of Agropur; and Claude 
Rivard, President of the Fédération 
des producteurs de lait du Québec. 

As all member terms will have 
expired early in the 1994-95 dairy 
year, it is expected that a new 


Committee will be appointed. 


PERSONNEL 


The Commission believes that its 
success depends largely on the capabil- 
ity of its human resources and on the 
quality of the work environment. 

For this reason, it strives to implement 
policies and programs that encourage 
personal and professional develop- 
ment, and maximize employee moti- 


vation and satisfaction. 


The Canadian Dairy Commission 
consists of a Chairman (Gilles Prégent), 
a Vice-Chairman (Louis Balcaen) and a 
Commissioner (Alvin Johnstone), who 
are appointed by Governor in Council, 
and a support staff of fifty-eight 


employees. 


From left to right: Erik Kramar, Gaétan Paquette, Bob Hansis, Paul Simard, Charles Birchard and Jocelyn Comtots 


Senior Commission Personnel 


Director, Strategic Planning, 
Policy and Communications — 
Charles C. Birchard 


Director and 
Chief Economist, Economics — 
R. Erik Kramar 


Director, Commercial Operations — 
Gaétan Paquette 


Director, Domestic and 
International Marketing — 


Jocelyn Comtois 


Director, Finance, Administration 
and Human Resources — 


Paul Simard 


Director, Internal Audit — 
Bob Hansis 
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MANAGEMENT RESPONSIBILITY 
FOR FINANCIAL STATEMENTS 


The financial statements of the Canadian Dairy Commission 
and all information in this annual report are the responsibil- 
ity of management. The statements have been prepared in 
accordance with generally accepted accounting principles, 
using, management’s best estimates and judgements where 
appropriate. Financial information presented elsewhere in 
the annual report is consistent with the statements provided. 

In discharging its responsibility for financial reporting, 
management maintains and relies on financial and manage- 
ment control systems and practices designed to provide 
reasonable assurance that transactions are authorized, assets 
are safeguarded, and proper records are maintained. These 
controls and practices ensure the orderly conduct of busi- 
ness, the accuracy of accounting records, the timely prepara- 
tion of reliable financial information and the adherence to 
Commission policies and statutory requirements. The 
process includes management’s annual communication to 
employees of Treasury Board’s guidelines on conflict of 
interest and code of conduct. 

The Audit Committee of the Canadian Dairy 
Commission, made up of the Commissioners, oversees 
management’s responsibilities for maintaining adequate 
control systems and the quality of financial reporting. 

The Commission’s internal and external auditors have free 
access to the Audit Committee to discuss the results of their 
work and to express their concerns and opinions. 

The financial statements have been audited by the 
Auditor General of Canada, the independent auditor for 
the Government of Canada. 


TBs el 


Gilles Prégent, Chairman 


LL Cowal 


Paul Simard, Director of Finance 


AUDITOR’S REPORT 


To the Minister Designate of Agriculture and Agri-Food 


I have audited the balance sheet of the Canadian Dairy 
Commission as at July 31, 1994 and the statement of 
operations and financing by producer levies and the state- 
ment of dairy support program and costs financed by the 
Government of Canada for the year then ended. These 
financial statements are the responsibility of the 
Commission’s management. My responsibility is to express 
an opinion on these financial statements based on my audit. 

I conducted my audit in accordance with generally 
accepted auditing standards. Those standards require that 
I plan and perform an audit to obtain reasonable assurance 
whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made 
by management, as well as evaluating the overall financial 
statement presentation. 

In my opinion, these financial statements present fairly, 
in all material respects, the financial position of the 
Commission as at July 31, 1994 and the results of its opera- 
tions and the changes in its financial position for the year 
then ended in accordance with generally accepted account- 
ing principles. As required by the Financial Administration 
Act, I report that, in my opinion, these principles have been 
applied on a basis consistent with that of the preceding year. 

Further, in my opinion, the transactions of the 
Commission that have come to my notice during my audit 
of the financial statements have, in all significant respects, 
been in accordance with Part X of the Financial 
Administration Act and regulations, the Canadian Dairy 
Commission Act and the by-laws of the Commission. 


= ee Ye 


Raymond Dubois, FCA 
Deputy Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
October 7, 1994 
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BALANCE SHEET 
as at July 31, 1994 


aes 7 ; (1994 = 1993 
(in thousands) 
Assets 
Accounts receivable 
Trade $ 13,771 $ 202 
Government of Canada (Dairy Support Program) 37,031 37,652 
Producer levies (Note 3) 56,915 59,344 
Inventories (Note 5) 68,712 73,814 
$ 176,429 Sole 
Liabilities 
Accounts payable and accrued liabilities $ 48,328 duns 0e308 
Direct support payments payable to producers 37,030 572055 
Allowance for losses on disposal of surplus production 2,823 1,994 
Loans from Government of Canada (Note 6) 68,099 58,419 
Excess of Financing by Producer Levies 
Excess at end of year (Note 10) 20,149 37,601 
$ 176,429 $ 171,012 


Approved: 


je. ep? 
fe 


Vice-Chairman 


boat 


Director of Finance 


The accompanying notes and schedule are an integral part of these financial statements. 
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STATEMENT OF OPERATIONS AND FINANCING BY PRODUCER LEVIES 


for the year ended July 31, 1994 


: DEAS a ne a: 
(in thousands) 
Export sales $ 99,339 $ 76,416 
Cost of goods sold 149,102 106,897 
Loss on export sales 49,763 30,48 ‘i 
Domestic sales ole ; 86,633 87,489 
Cost of goods sold 84,372 88,325 
(Margin) loss on domestic sales i PIS) 836 
Total loss on sales bs ’ 47,502 7 7. B1ai7 
Assistance and expenses 83,130 79,724 
Total Cost of Operations 130,632 111,041 
Less portion of administration expenses financed by 
the Government of Canada 2,645 Aoi} 
Net cost of operations financed by producer levies a 127,987 107,663. 
Financing by producer levies (Note 4) 141,531 136,783 
Excess in financing of net cost of operations i 13,544 ; | 29,120 
Excess at beginning of year 37,601 8,481 
a Ate ; 51,145 af 37,601 
Refunds of previous years’ excess 30,996 = 
Excess at End of Year $ 20,149 $ 37,601 


The accompanying notes and schedule are an integral part of these financial statements. 
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STATEMENT OF DAIRY SUPPORT PROGRAM AND 
COSTS FINANCED BY THE GOVERNMENT OF CANADA 


for the year ended July 31, 1994 


; Z sees oe Cea oie Re eee ey | 1272 2. eign E1273) 
(in thousands) 

Direct support payments to producers of industrial milk and cream $ 222,907 $ 238,728 

Administrative expenses 2,645 Sa78 

Costs of production and dairy policy studies 531 445 

Total costs financed by the Government of Canada $ 226,083 $ 242,551 


The accompanying notes and schedule are an integral part of these financial statements. 
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NOTES TO FINANCIAL STATEMENTS 
July 31, 1994 


1. The Commission 


The Canadian Dairy Commission (the “Commission”), is 
an agent Crown corporation named in Part I, Schedule II 
to the Financial Administration Act and is not subject to 
the provisions of the Income Tax Act. The objectives of the 
Commission, as established by the Canadian Dairy 
Commission Act, are “to provide efficient producers of milk 
and cream with the opportunity of obtaining a fair return 
for their labour and investment and to provide consumers 
of dairy products with a continuous and adequate supply 
of dairy products of high quality”. 

The Commission administers the dairy support 
program financed by the Government of Canada, under 
which it makes direct support payments to producers. 

In cooperation with the Canadian Milk Supply 
Management Committee (CMSMC), which it chairs, the 
Commission undertakes the management and administra- 
tion of operations financed by producer levies. The results 
of the Commission’s operations in each of these areas are 
presented in the Statement of Dairy Support Program and 
Costs Financed by the Government of Canada, and in the 
Statement of Operations and Financing by Producer Levies, 
respectively, in order to distinguish the accountability 
relationships for them. 

The Commission purchases, at Canadian support prices, 
all butter and skim milk powder tendered to it. While most 
of the butter purchased by the Commission is later resold in 
the domestic market, most of the skim milk powder is in 
excess of domestic needs and is exported. The Commission 
sells production surplus to domestic requirements in the 
form of whole milk products, skim milk powder and butter 
on international markets at the prevailing world prices. 
Historically, these prices have usually been lower than 
Canadian support prices. The Commission also pays assis- 
tance to processors and exporters to help them in disposing 
of dairy products directly. 


2. Significant Accounting Policies 
Foreign currency translation 


Substantially all sales in foreign currencies are hedged by 
currency conversion agreements and are translated into 
Canadian dollars at the exchange rates provided therein. 
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Sales in foreign currencies that are not hedged are translated 
into Canadian dollars at the exchange rate in effect on the 
transaction date. 


Inventories 


Inventories are valued at the lower of cost or estimated net 
realizable value. 


Allowance for losses on disposal of surplus production 


The Commission establishes an allowance for losses on 
disposal of surplus production by reference to its outstand- 
ing purchase commitments, actual butter inventory levels at 
year-end relative to the normal levels, and world market 
prices. The Commission has determined normal year-end 
butter inventory levels to be 10 million kilograms 

(1993 — 8 million kilograms). 


Excess (deficiency) in financing of net cost of operations 


Any deficiency or excess in the financing by producer levies 
of the net cost of operations may be carried forward and 
applied against future operations or recovered from or 
refunded to producers as determined by the CMSMC. 
Recoveries or refunds are recorded in the year declared. 


Pension plan 


Employees participate in the Public Service Superannuation 
Plan administered by the Government of Canada. The 
Commission’s contributions to the plan are limited to 
matching the employee’s contributions for current service. 
These contributions are expensed during the year in which 
services are rendered and represent the total pension obliga- 
tions of the Commission. 


3. Producer Levies Receivable 


The province of British Columbia disagrees with the calcula- 
tion of the Market Sharing Quota it is allocated under a 
1984 amendment to the National Milk Marketing Plan. 

As a result, an amount of $3.9 million of over-quota levy 
pertaining to the 1991-92, 1992-93 and 1993-94 dairy 
years is included in producer levies receivable and remains 
uncollected. The province and the Commission have agreed 
to work towards a resolution of this issue. Should the 
Commission accept the calculation proposed by British 
Columbia, the quota allocation and levies payable by the 
other members of the National Milk Marketing Plan for the 
affected years would have to be modified accordingly. 


4. Financing 

Government of Canada (Dairy Support Program) 
Agriculture and Agri-Food Canada provides financing to the 
Commission for direct support payments to producers of 
eligible industrial milk and cream up to maximum amounts 
authorized by the regulations. The rate of direct support 
payments was $1.508 per kilogram of butterfat or $5.43 per 
hectolitre of milk containing 3.6 kilograms of butterfat 
(1993 — $1.675 or $6.03 respectively). 

The Government of Canada has financed $2.6 million 
(1993 — $3.4 million) of the Commission’s administrative 
expenses of $5.2 million (1993 — $5.2 million), as well as 
professional services relating to cost of production and dairy 
policy studies. 


Producer levies 

Producers are responsible for the costs of operations not 
financed by the Government of Canada. These costs are 
financed through levies agreed to by the CMSMC, charged 
on total milk, which comprises fluid milk sales and industrial 
milk production, collected by the provincial marketing 
boards and agencies, and remitted to the Commission. 


Producer levies are comprised of: 
1994 1993 


(in Phousands) 


In-quota levies $131,163 $111,993 
Over-quota levies 10,368 22,445 
Butterfat skim off (fluid milk) — 2,345 


Total $141,531 $136,783 


Producer levies include $0.8 million (1993 — $0.5 million) 
of interest charged to provincial milk marketing boards 
and agencies. 

Levies include $0.08 (1993 — $0.08) per hectolitre of 
industrial milk to cover the eligible costs associated with 
actual butter inventories up to normal levels determined by 
the Commission and for 1993-94, a portion of administra- 
tive expenses. Commencing August 1, 1994, this levy will 
be increased to $0.12 per hectolitre of industrial milk. 

Effective August 1, 1993, the levy of $0.02 per hectolitre 
of industrial milk, which was intended to finance the proces- 
sors’ share of the Rebate Program for Further Processors, 
was discontinued. 
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Amounts funded and expensed for these programs 
are as follows: 


Eligible Costs Associated Rebate Program 
with Butter Inventory up to for Further 
Normal Levels and a Portion Processors — 
of 1993-94 Administrative Expenses Processors’ Share 
19949 1993 19941993 
(in thousands) 
Opening 
balance $ 955 $ 402 $ 339 $487 
Funded 
during year 3,460 3,351 — 838 
Expensed 
during year (3,232) (2,798) (270) (986) 
Closing 
balance $1,183 $ 955 $ 69 $339 


The closing balances are included in the excess of financing 
by producer levies at year end. The $1,183,000 balance 
will be applied against the future costs of the program and 
a portion of administrative expenses. The balance of 
$69,000 will be used for future rebates to further proces- 
sors on butter. 


5. Inventories 


1994 1993 


(in thousands) 


Cost 
Butter $ 45,914 $ 43,048 
Skim milk powder 34,380 27,794 
Other dairy products e729 16,758 
‘aa aula 82,093 _—87,600 
Less allowance for writedown 
Butter (mainly unsalted ) 292 2,413 
Skim milk powder 12,034 7,856 
Other dairy products 1,055 siay Wis 
. . 13,381 13,786 
Net book value $68,712 $73,814 


In addition, in accordance with the Commission’s account- 
ing policies, the allowance for losses on disposal of surplus 
production has been established at $2.8 million 

(1993 — $2.0 million). 

In recognition of an increase in domestic butterfat 
requirements, the Commission has raised the normal butter 
inventory level at year end from 8 million to 10 million kilo- 
grams. Had the normal level remained at 8 million kilo- 
grams, a $2.3 million increase would have resulted in both 
the 1993-94 net cost of operations financed by producer 
levies and in the allowance for losses on disposal of surplus 
production. 


6. Loans from Government of Canada 


Loans from the Government of Canada, to a maximum of 
$300 million, are available to finance operations. Individual 
loans are repayable within one year from the date the loan 
is made. Principal and accrued interest are repaid when 
funds are available. The interest rates during the year were 
in accordance with normal rates established for Crown 
corporations by the government and varied from 3.6420% 
to 6.9629% (1993 — 8.6905% to 4.2812%). 


Loan transactions for the year are summarized as follows: 


1994 1993 


(in thousands) 


Balance at beginning of year $ 58,419 $150,791 
Borrowings 226,197 167,329 
Payments (2165517) 9259-701) 
Balance at end of year $ 68,099 $ 58,419 
Accrued interest atend ofyear $ 498 S 9 3038 


7. Representatives’ Fees 


The Commission has used the services of representatives for 
‘the sale of dairy products on the export market. Total fees 
for the year were $2.3 million (1993 — $1.8 million) and 
are included in cost of goods sold. 
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8. Purchase Commitments 


As at July 31, 1994, the Commission was committed to 
purchase butter and skim milk powder produced prior to 
that date at Canadian support prices and other dairy 
products produced prior to that date at negotiated contract 
prices. These commitments amounted to approximately 
$7.4 million (1993 — $5.2 million). 


9. Related Party Transactions 


Included in export sales is an amount of $4.5 million 
(1993 — $4.1 million) to the Canadian International 
Development Agency. These sales were carried out in the 
normal course of business and at the Commission’s 
established export sale prices. 

In addition, government departments provided the 
Commission with certain administrative services without 
charge. The cost of these services is not recorded in the 
Commission’s accounts. 


10. Subsequent Event 

The Canadian Milk Supply Management Committee, 

at its meeting of October 4 and 5, 1994, decided 

that $11.8 million of the excess in financing by producer 
levies at end of year will be refunded to the provinces in 


proportion to their share of levy revenues. 


11. Financial Statement Presentation 
A statement of changes in financial position has not been 
included because, in the opinion of management, it would 


not provide any meaningful additional information. 
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TABLEAU DES OPERATIONS PAR TYPE DE PRODUIT 


pour Vexercice terminé le 31 juillet 1994 
(en millters) 


: 1994 s 108 7 
Poudre de Lait Autres Poudre de Lait Autres 
Beurre lait écrémé évaporé produits* Total Beurre lait écrémé évaporé produits* Total 

Ventes a l’exportation 3 745 $ 62 167 $ 7 332$ 26 095 $ 99 339$ 17 250$ 32 056$ 23$  27087$ 76416$ 
Cout des ventes 10 107 90 258 alge | 39 556 149 102 28.712 43 882 22 34281 106 897 
Perte (marge) sur les 

ventes a l’exportation 6 362 28 091 1 849 13 461 49 763 11 462 LISe26 (1) 7 194 30 481 
Ventes a l’intérieur du pays 67 862 4 682 14 089** = 86 633 80 342 4588 Dinsiele i — 87 489 
Cout des ventes 65 638 4502 14 232 — 84 372 80 476 5 303 2 546 = 88 325 
(Marge) perte sur les ventes 

a lintérieur du pays (2 224) (180) 143 — (2 261) 134 YAS aaen — 836 


Total de la perte (marge) 
sur les ventes 4 138$ 27 1S 19925 13 461$ 47 502 11 596$ 12 541$ (14) $ AGES = SV S17 
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Aide et frais 
Aide a l’égard des produits laitiers 

— a lexportation 3 017$ 510$ 52 o5 °° 257975 29 376 3213.5 556 $ 385% 27 3513 3) 158 

— a Pintérieur du pays TAi035 6 588 5 L029 Zhe a7 7 206 9 376 — 6151 22 733 
Moins-value des stocks 292 12 034 — 1055 13 381 2 413 7 856 — 3 518 13 787 
Frais promotionnels 58 266 a= — 324 29 168 — aS LOZ 
Frais de possession 1 898 1 261 553 81 3 793 3 269 801 255 348 4 673 
Provision pour (recouvrement de) 

créances douteuses — — 505 505 -- — — (39) (39) 

16 300$ 20 659 $ 610$ 37 567 $ 75 136 16 130$ 18 757$ 293$ 37329$ 72509 

Provision pour pertes sur 

Pécoulement des surplus de production 2 823 1 994 
Frais d’administration ool all 5 221 
Total de laide et des frais 83 130 79 724 
Total du coat d’exploitation 130 632$ 111 041$ 
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*Comprennent la poudre de lait entier et le fromage 
** Programme de varhat — Plan R 
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Canadian 


Dairy 


Commission 


Service Standards 
In carrying out its responsibilities, the Canadian Dairy 
Commission will strive to treat every client request: 


In a timely manner — when unusual circumstances arise, 
we will explain the steps that we will take to respond fully with 
_ the least delay. 


_ Courteously — we recognize the importance of your request, 
and will politely help you understand the procedures, regulations 
and eens that we > must Lee 


7a a matter is not Eadved to your Sielecion. » we al a 
explain how to seek redress. 


Clearly — you have a right to know, in plain courteous 
language, how we are handling your request. 


Commission staff is available to serve you, in both official 
languages, from 8:00 a.m. to 4:30 p.m. Eastern Standard (or 
Daylight) Time, Monday to Friday (except on statutory holidays). 
We welcome comments on our procedures and always welcome 
suggestions for improvements. 


! 
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Over the past twelve months, dairy 
stakeholders, led by the Commission, 


have continued to demonstrate their 


dynamism and creativity. 
International obligations, coupled 


with evolving domestic conditions, 


required a major reworking of the 


marketing arrangements for milk across 


Canada. Through complex negotiations 


and much hard work, 


industry 


stakeholders have developed the 


specific means to adapt to the new 


business environment. 


This years Annual Report reviews 


the Commission's ongoing role as a key 


facilitator in assisting dairy stakeholders 


fo move from the planning to the action 


stage in 1994-95. 


: LETTER TO THE MINISTER 


The Honourable Ralph Goodale 
Minister of Agriculture and Agri-Food 
Ottawa, Ontario 


Dear Mr. Minister : 

It is a pleasure to provide you with 
the 29th Annual Report of the Canadian 
Dairy Commission for the dairy year which 
ended July 31, 1995. 

Canada’s international obligations 
and domestic market changes demanded 
unprecedented changes in the national 
agricultural sector last year. As a major part 
of that sector, the dairy industry was not 
exempt from these changes and faced many 
serious challenges. We are pleased to report 
that through complex negotiations and 
much hard work, industry stakeholders have 
developed the specific means to adapt to the 
new business environment. 

In response to new trade agreements 
and domestic market developments, 
Canada is in the process of making signifi- 
cant changes to its milk marketing system. 
Over the past twelve months, dairy stake- 
holders, led by the Commission, moved 
from the planning to the action stage by 
creating, negotiating and finalizing various 
aspects of this new approach. 

The Commission continued to lead 
the ongoing work of the Dairy Industry 
Strategic Planning Committee (DISPC), 
which presented its final report to you and 
your provincial and territorial counterparts 
in October 1994. 

The DISPC recommended implemen- 
tation of a national classified pricing system, 
national pooling of market returns, and 
coordinated milk allocation mechanisms. 
These recommendations were further acted 
upon by the new Negotiating Subcommittee 
of the Canadian Milk Supply Management 
Committee (CMSMC), formed in the early 
fall of 1994. Also working under the leader- 
ship of the Commission, this Subcommittee 
met throughout the autumn and reported 
to you and your provincial and territorial 
counterparts in mid-December. 

Early in 1995, two new groups were 
established through the CMSMC under 


the chairmanship of the Commission. 


The All Milk Pooling Committee and the 
Policy Committee provided the structure for 
the detailed negotiations needed to develop 
and implement the pooling and harmonized 
pricing approaches which had emerged from 
the earlier work of the Negotiating 
Subcommittee. 

Over the winter and spring months, 
these Committees developed the compo- 
nents of the new special milk class system 
as well as the mechanics and principles 
involved in pooling producer returns from 
milk sales for implementation on August 1, 
1995. The Commission also helped indus- 
try draw up a plan for the implementation 
of an Optional Export Program and inter- 
provincial quota exchange. By combining 
al these elements, the dairy industry expects 
to enhance its competitiveness on the new 
global trading scene, while retaining the 
stability and equity provided under the 
previous Canadian dairy marketing strategy. 

As per your direction, amendments to 
the Canadian Dairy Commission Act were 
developed to allow the Commission to work 
with provincial authorities in administering 
the pooling system on behalf of the indus- 
try. These amendments received Royal 
Assent in July 1995. 

The 1994—95 Annual Report also high- 
lights the Commission's assessments and 
advice on the major economic and market- 
ing factors affecting the dairy sector. At the 
outset of the past dairy year, for example, 
milk producers responded quickly to the 
2 percent quota increase added to the 
national Market Sharing Quota. Industrial 
milk production across Canada increased by 
about 3 percent over the previous dairy year. 
Overall consumer demand for dairy prod- 
ucts has fluctuated over the past two dairy 
years and Estimated Canadian Require- 
ments in 1994—95 were about one-half of 
1 percent lower than in the previous year. 

We wish to assure you that the 
Canadian Dairy Commission will continue 
to facilitate ongoing industry efforts to 
direct its own future and take full advantage 
of the opportunities being offered at home 
and abroad. As a result of the action taken 


by dairy stakeholders and assisted by the 
Commission in 1994-95, we feel the year 


ahead holds much promise. 


Yours sincerely, 


Jee GK 


Gilles Prégent, Chairman 


= re 


Louis Balcaen, Vice-Chairman 


Alvin Johnstone, Commissioner 


1994-95 DEVELOPMENTS IN DAIRY POLICY 


Evolving conditions in the domestic 
market, coupled with the even broader 
changes being brought about by both 
the North American Free Trade 
Agreement (NAFTA) and the World 
Trade Organization (WTO) Agreement, 
required a significant reworking of the 


former marketing arrangements for milk 
across Canada. 

A major element of the WWTO 
Agreement on Agriculture in conjunction 
with provisions of NAFTA was that, as of 
August 1, 1995, Canada would not be 
permitted to export dairy products to the 
United States where the export of the 
product had been supported by producer 
levies. Furthermore, Canada had to deal 
with the fact that its ability to export using 
producer levies would gradually be 


reduced in value and volume over the 
period to 2000-2001. 

During 1994-95, the Commission 
continued to play a central role in facili- 
tating and contributing to the various 
forums which dealt with dairy policy and 
the changes necessary to operate in the 
new environment. 

The Commission directed its activities 
toward developing alternatives to the use 
of producer levies. The importance of 
finding an equitable means of maintain- 
ing markets for dairy product exports, as 


well as fo enhance the competitiveness of 


dairy ingredients on the domestic market 
was the key goal of the extensive negoti- 
ations undertaken with the provinces 
through various dairy industry committees 
and working groups over the past year. 


In October 1994, the Dairy Industry 
Strategic Planning Committee recom- 
ended implementation of a classified 


m 

pricing system based on the end use of 
milk, national pooling of market returns, 
nd coordinated milk allocation mecha- 


a 

nisms. The creation of special classes 
F milk, whicl Id all d 

of milk, which would allow products fo 


remain competitive in export and 
domestic markets, was viewed as a 
WTO-acceptable way of maintaining 
Ce 


of producer levies. Furthermore, the 


nadian dairy exports without the use 


pooling of milk returns was seen as a 
means of ensuring producer equity. 
To resolve questions on the degree, 


nature and timing involved in implement 
ing special classes and pooling, and 
what these changes would mean in terms 
of equity to producers across the country, 
members of the Canadian Milk Supply 
Management Committee (CMSMC) 
created a Negotiating Subcommittee to 
undertake further discussions and direct 
negotiations on these issues among 
provinces. 
Composed of representatives of 


every province, with the Commission 
acting as chair and facilitator, this 
Subcommittee presented an interim 
report on its work in December 1994 
to federal, provincial and territorial 
Ministers of Agriculture and AgriFood. 


Ministers supported the consensus 
of the Subcommittee that some form of 
pooling of milk returns was urgently 
required to enable the dairy industry to 
meet Canada’s international obligations 
and changing domestic market condi- 
tions. Ministers also agreed that the 
Canadian Dairy Commission Act should 
be amended to allow the Commission 
to work with provincial authorities in 
administering the special milk class 
permit system and national pooling 
arrangements on behalf of the industry. 
The amendments also enabled the 
Commission to establish a line of credit 
to provide bridge financing and ensure 
efficient operation of the pooling system. 


These amendments received Royal Assent 
in July 1995. 
Early in 


995, two new commitees, 
also chaired by the Commission, were 
formed through the CMSMC to provide 
forums for the negotiations necessary to 
develop and implement the pooling 
system in time for the fastapproaching 
August | deadline. 

The All Milk Pooling Committee dis- 
cussed the mechanisms under which 
pooling of returns on all milk marketings 
would be accomplished. It was made 
up of representatives from Prince Edward 
Island, Nova Scotia, New Brunswick, 
Quebec, Ontario, and Manitoba. 

Since Newfoundland is not a signa- 
tory to the. National Milk Marketing Plan 
given its low industrial milk production, it 
maintains an observer status in all 


t 


national milk marketing activities. 


A Policy Committee, comprised of 
representatives from the nine provinces, 
was created to address a number of 
harmonization issues related to the pool 
ing of special classes, including pricing 
issues, changes to the Offer to Purchase 
Program, milk allocation issues and 
special class rules. 

Agreement was reached and as 
of August 1, 1995, nine provinces will 
begin pooling revenues from special milk 
classes. These special classes will pro- 
vide milk components to further proces: 
sors and exporters through processors at 


competitive prices, established at levels 
according to a mechanism agreed to by 
the CMSMC. 

The six provinces represented on the 
All Milk Pooling Committee have agreed 
fo pool revenues from all milk sales 
beginning in August 1996. This agree- 
ment will take effect on August 1, 1995, 


of the market will be established. The “all 
milk” pool may be expanded if the other 
Pp 


ovinces wish to join this arrangement. 
During the 1995-96 dairy year, 
he Commission will be implementing a 
new surplus removal program (Plan C), 
which is intended to reduce industry 


= 


reliance on the current elements of the 
Offer to Purchase Program operated by 
the Commission. 


and during the first year, provincial shares 


An Optional Export Program will 
also be implemented on August 1, 1995, 
to allow the additional production of milk 
for new export market opportunities 
identitied by individual processors. 

With the implementation of the 
WTO Agreement, Canada has changed 
its former quantitative import controls to 
tariff rate quotas (TRQs) with the applica- 
tion of high tariffs on imports beyond 
these TRQ volumes. 

The new tariff rate quota system for 
cheese, ice cream, yogurt and certain 
other dairy products came into effect on 
January 1, 1995. The TRQ for butter 
imports will begin on August 1, 1995. 
The Commission is currently working 
closely with stakeholders and other fed- 


eral government departments to develop 


appropriate guidelines for the administra- 
tion of these butter imports. 


THE NATIONAL DAIRY POLICY 3 


The dairy industry makes a major contri- 
bution to the Canadian economy. Dairy 
farming generated more than $3.6 bil- 
lion in farm cash receipts in 1994, while 
dairy products manufactured and 
shipped from processing plants were 
valued at just under $8 billion. 

In Canada, there are two markets 
for milk — fluid and industrial. The fluid 
market (table milk and fresh cream) 
accounts for 41 percent of the mil 
produced, and the remaining 59 percent 


is manufactured into dairy products such 
as butter, milk powders, cheese, yogurt, 
and ice cream. 

Each province governs the produc- 
tion and marketing of milk within its own 
boundaries |intraprovincial) and sets 
pricing formulae, quota policies and 
other regulations accordingly. The federal 
government is responsible for milk market 
ings involving dairy exports or activities 
which cross provincial boundaries (inter- 
provincial]. A federalprovincial agree- 
ment, the National Milk Marketing Plan, 
sets out the framework for the calculation 
the national Market Sharing Quota 


O 
and the allocation of this quota to the 
p 


FOVINCES. 


National Milk 
Supply Management 


Canada adopted a system of supply 
management for industrial milk in the 
early seventies. This system was estab 
lished to address the unstable markets, 
uncertain supplies and highly variable 


producer and processor revenues 
common in the fifties and sixties. 
Supply management is the cornerstone 
of Canada's national dairy policy. 


The purpose of supply management 
is to balance the supply of industrial milk 
with the demand for dairy products. The 
domestic market is primarily supplied by 
Canadian milk production, except for a 
fixed volume of cheese, butter and other 
dairy product imports. 

The CMSMC oversees the applica 
tion of the National Milk Marketing Plan. 
Chaired by the Canadian Dairy Com 
mission, the CMSMC has representation 
from the producers and governments of 
all provinces except Newfoundland. 
Representatives of national consumer, 
rocessor and producer organizations 
so participate as non-voting members 
the CMSMC. 

Each year, the CMSMC sets a 
national industrial milk production target 
or Market Sharing Quota (MSQ). This 
target is constantly monitored and 


o> ao 


adjusted when necessary to reflect 
changes in demand, as measured in 
terms of butterfat. The Plan establishes 
each province's share of the MSQ and 
provides for the sharing of any increase 
or decrease in this quota. Each province 
allocates its respective share to producers 
according to its own policies. 

The system does not completely pre 
vent milk production surpluses which are 


managed through stock adjustments and 
by export programs. Surpluses can result 
from milk production in the small margin 
called the sleeve} which is included in 

he national MSQ as a buffer to minimize 
the possibility of shortages on the domes- 
tic market. As a result of meeting require 
ments for butterfat, Canada's dairy 
industry is also faced with a structural sur 
plus of solids nonfat which is exported 


through planned marketing programs. 


Under the National Milk Marketing 
an, producers assumed responsibility 
or the cost of exporting dairy products 
that are not consumed in Canada. For 


D 


this purpose, levies have been collected 
by provincial authorities and remitted to 
he Commission. 

Effective August 1, 1995, with the 
implementation of the VWWTO Agreement 


+ 


for dairy, the Commission will be restrict 


ing its use of levies to assisting exports of 
skim milk powder not needed domesti- 
cally. Marketing init 
products on the domestic and export 
markets will be handled through a spe 


iatives for other dairy 


cial class pricing and pooling system. 


Import Controls 
on Dairy Products 


In order fo operate its national milk 
supply management system, Canada 
has adopted a wide range of measures 


fo monitor and control imports of dairy 
products. Without these measures, the 
stability provided by the national dairy 
policy would be undermined by imports, 
which are often highly subsidized by the 
countries that export them. 


The import control system for dairy 
has also been substantially changed 
with the implementation of the WTO 


Agreement. Quotas used in the past fo 
limit imports have been replaced by tariff 
rate quotas. Imports of certain dairy prod- 
ucts above negotiated levels are subject 
to higher tariffs. 


Price Setting 


The Canadian Dairy Commission estab- 


lishes the target price for industrial milk, 
the processor margin and the support 
prices for butter and skim milk powder at 
the beginning of each dairy year on 
August |. These levels are reviewed 
each February. 

The target price is set at a level 
intended to provide efficient milk produc 


ers with a return which will cover their 
abour, investment and cash costs related 
to the production of industrial milk. 

The federal government supports the 
target price for industrial milk in the mar 
ketplace through two programs adminis- 
tered by the Commission. 

Firstly, producers receive direct sup- 
port payments on deliveries of industrial 
milk and cream produced to meet 
domestic requirements. These payments 
are part of the target price and are 
intended to moderate the price con- 


sumers pay for dairy products. 


Secondly, the Commission sets 
support prices for butter and skim milk 
powder and offers to purchase products 
at these prices. This provides a mecha- 
nism whereby, with the direct support 
payment, producers can achieve the tar 
get price for their milk. Support prices are 
set at a level designed to provide manu- 
facturers of dairy products with an 
assumed margin to cover costs and a 
return on their investment. The processor 


margin is included in the calculation of 
support prices which underpin the target 
price. 
Target and support prices are used 
as a guideline by the provincial agencies 
in setting their milk prices. 
Establishing the level of these prices 
involves a judgemental decision by the 
Commissioners of the Canadian Dairy 


Commission who weigh the advice 
received from industry stakeholders, 
calculations flowing from cost of 


production formulae, market conditions 
and the general economic climate. 


THE 1994-95 DAIRY YEAR IN REVIEW 


Milk Supply 


anagement 


The overall demand for butterfat 
experienced in the previous dairy year 
continued, but at a slightly reduced rate. 
An interim amount of | million hec- 
tolitres added to the national Market 
Sharing Quota (MSQ) in November 
1993 was retained in the system for the 
1994-95 dairy year. It was reallocated 
fo provinces in accordance with provi 
sions of the National Milk Marketing 
Plan. The continuing demand for dairy 
products combined with reduced butter 
stocks at that time prompted the 


Commission to issue an additional 2 per- 


cent of quota in mid-August 1994. 
Accordingly, the national MSQ 
increased by approximately 2 percent, 
from 42.9 to 43.7 million hectolitres. 

This total provided for Estimated 


Canadian Requirements of 42.0 million 
hectolitres plus a 4-percent sleeve of 

1.7 million hectolitres. The industry wel 
comed this increase and milk producers 
it. 


responded quickly to mee 


The Commission monitors trends in 
Estimated Canadian Requirements and 
milk production on a monthly basis. 
Industrial milk and cream production 
for 1994-95 totalled 44.9 million 
hectolitres. This represents an increase 
of 1.6 million hectolitres or 3.7 percent 
above the 1993-94 total. Production 
exceeded the MSQ established for 
1994-95 by 1.2 million hectolitres. 


Consumer demand for cheese 


products was strong during the 1994-95 
dairy year. However, the demand for 
butter was down substantially and this 
decrease in 


ffect neutralized the positive 


impact generated by the increased 


demand for cheese and other dairy 


products. 
Since it is likely that these conditions 


will prevail in the future, the level of 
“Estimated Canadian Requirements for 
the 1995-96 dairy year will remain 
unchanged from 1994-95, 


Activities of the 
Canadian Milk Supply 
Management Committee 


The Canadian Milk Supply Management 
Committee (CMSMC)} continued to serve 
as the key national forum for policy devel 
opment and discussions respecting the 
dairy production and processing sectors 
in 1994-95, 

The CMSMC meets on a bi-monthly 
basis to review and consider the major 
economic and marketing factors affecting 


the dairy sector. These include trends 
in domestic consumption and production, 
forecasts of the Commission's skim milk 
powder and butter purchases, and export 
market conditions. The CMSMC also 
continued its regular monitoring of the 


Commission's marketing operations and 
promotional activities, provincial levy obli- 
gations and provincial quota allocations. 
The CMSMC oversaw the ongoing 
work of the Dairy Industry Strategic 
Planning Committee (DISPC) and, in 
October, reviewed its final report. The 


DISPC recommendations were carried 
forward by the creation and work of the 


Provincial Shares of National Market Sharing Quota (MSQ) [in millions) 


July 31, 1995 Kilograms Hectolitres % 
of butterfat of milk = 

Prince Edward Island 3.006 0.835 1.9 
Nova Scotia 2.076 O57 7; 13 
New Brunswick 1,975 0.549 13 
Quebec 74.879 20.800 47.6 
Ontario 48.584 13.495 30.8 
Manitoba 5.919 1.644 3.8 
Saskatchewan 3.926 1.090 2 
Alberta 10.264 2.851 6.5 
British Columbia 6.779 1.883 AS 
CANADA 57408 


43.724 


Industrial Milk Production and Requirements (million heciclitres) 


Canadian 
Total MSQ_ requirements' Production 


Surplus 
production 


‘Actual domestic requirements as determined at yearend plus a sleeve and the additional MSQ approved 


by the CMSMC 


“Includes 0.1 million hectolitres of additional quota for British Columbia and Nova Scotia 


Provinces were permitted to produce up to 3% above their MSQ at the sleeve levy rate. 


Negotiating Subcommittee of the 
CMSMC. This Subcommittee met through- 
out the autumn and reported to federal, 
provincial and territorial Ministers of 
Agriculture and Agrifood in December 
1994. Early in 1995, two new commit 
tees were formed under the auspices of 
the CMSMC to provide forums for the 
negotiations necessary to develop and 


implement the pooling and harmonized 


pricing approaches which had emerged 
f 


rom the work of the Negotiating 
Subcommitiee. 


The All Milk Pooling Committee and 
the Policy Committee met the demanding 
winter and spring schedule necessary to 
develop and allow implementation of the 
new system on August 1, 1995. 

The CMSMC was also kept fully 
informed of the development of amend- 


ments to the Canadian Dairy Commis- 
sion Act, necessary to provide the federal 
authority required to permit the Commis- 
sion to administer the national pooling 
system on behalf of the industry. 


In addition, the CMSMC considered 
the results of an evaluation of the Domes- 
tic Dairy Product Innovation Program 
and decided to renew this initiative for 
another five-year period. At yearend, the 
CMSMC also reviewed the Animal Feed 
Assistance Program and agreed to main- 
fain its current status for at least a further 
si<month period. 


Regular reports were provided to the 
CMSMC with respect to industrial milk 
production by certain producers in British 
Columbia and Alberta without federal 


licence and quota as stipulated under the 


Dairy Products Marketing Regulations 
made pursuant to the Canadian Dairy 
Commission Act. 

The CMSMC will be carefully 
monitoring all of the elements of the new 
Canadian milk marketing approach on 
a regular basis during the 1995-96 
dairy year. 


Levies 

Under the National Milk Marketing Plan, 
milk producers assumed responsibility for 
the costs associated with the export of 
dairy products not required for domestic 
consumption. Levies for this purpose were 
collected by provincial marketing boards 
and agencies through deductions from 


payments to milk producers. These 
levies were subsequently remitted to th 


Commission on a monthly basis in 
accordance with rates and conditions 


Production of Industrial Milk and Cream [ihousand kilograms of butterfat) 


Prince Edward Island 
Nova Scotia 
New Brunswick 


Quebec 


Ontario 
Manitoba 
Saskatchewan 
Alberta 

British Columbia 


CANADA 


Levies Remitted by the Provinces on Total Fluid and Industrial Milk {in thousands) 


1992-93! 1993-947 1994-95 


Prince Edward Island $1,516 $ 1,908 $ 2,446 
Nova Scotia 3,210 3,748 4,484 
New Brunswick 2,103 QANS/ 3,609 
Quebec 46,652 48,783 63,226 
Ontario 51750 50,692 74,046 
Manitoba 5,483 6,057 7,925 
Saskatchewan 5,395 3,199 5,050 
Alberta 11,634 11,559 14,350 
British Columbia 9,034 13,398 17,238 
CANADA $136,783. 3 (Al S31 $ 192,374 


In 1992-93, levies were collected separately on fluid and industrial milk and different rates were applied. 


Beginning in 1993-94, one lew is collected on all milk 


established by the CMSMC. These During 1994-95, provincial milk 


The new tariff rate quota system for 


10 


levies were also used to finance special 


programs approved by the CMSMC to 


increase domestic use of dairy products. 


As of Augu 
Commission wi 
levies to assistin 
domestic activit 


st 1, 1995, the 

| be restricting its use of 
g certain exports and 
ies of the Commission. 


During 1995-96, a levy will be charged 
on overproduction to limit provincial 
production, but these funds will not be 


used for assisting exports, except for skim 
milk powder. 
In 1994-95, the provinces provided 
he Commission with their share of the 
in-quota levies calculated on the basis of 


all sales of both fluid and industrial milk 
oroduced within the national Market 
Sharing Quota. Each province's levy 


responsibilities for deliveries above its 
share of quota were based on th 


disposal costs of surplus butterfat and 
solids nonfat produced in the province. 
The overquota rates ranged from 
$33.03 to $34.92 per hectolitre, 
depending on the average yield of 
butterfat and nontat components in the 
province's milk. The rate on overquota 
deliveries of cream was decreased from 
$5.40 to $5.03 per kilogram of butterfat 


to reflect changing market conditions. 


boards and agencies remitted a total of 


$192.37 million in levies to the Commis- 


sion from the industrial and fluid sectors. 
Levies included a $0.12 charge per 
hectolitre of industrial milk, to cover costs 


associated with maintaining the Commis- 


sion’s butter inventories at levels sufficient 


fo assure domestic supply. 
The CMSMC annually approves a 


budget that uses projected marketing 
costs to establish overall provincial levy 
obligations. Decisions on the actual levy 


rates applied to producers is the responsi- 


bility of the provincial agencies. 


Import Controls 
on Dairy Products 


With the implementation of the World 
Trade Organization (WTO) Agreement, 


Canada has changed its former quantita- 


tive import controls to tariff rate quotas 
TRQs). Quantitative restrictions have 


been replaced by low tariffs on specific 
import volumes along with a high tarift 
on any additional imports. These high 


tariffs will decline by 15 percent of 


their value over the six-year term of the 
WTO Agreement. 


cheese, ice cream, yogurt and certain 
other dairy products came into effect on 
January 1, 1995. The TRQ for butter 
imports which will begin on August 1, 
1995, has been established at 

1,964 tonnes for the first year. It will 
increase to 3,274 tonnes per year over 
the subsequent six-year period. The 
Commission is currently working closely 
with stakeholders and federal government 


departments to develop appropriate 
guidelines for the administration of these 
butter imports. 

A permit system regulating the tariff 
rate quotas will continue to be adminis- 
tered by Foreign Affairs and International 
Trade Canada, in cooperation with 
Revenue Canada. 

In addition, over the next six years, 


as part of its commitments under the 
WTO Agreement, Canada will reduce 
the volume of its exports funded by pro- 
ducer levies and the dollar value of this 
assistance by 21land 36 percent respec- 
tively. The Commission will be working 
closely with Agriculture and AgriFood 
Canada and with Foreign Atfairs and 
International Trade Canada to ensure that 


dairy exports are in compliance with 
these commitments. 


Target Price for 
Industrial Milk 


Since July 1990, the Commission has 
set the target price for industrial milk, the 
processor margin, and the support prices 
for butter and skim milk powder. 
Establishing the level of these prices 
involves a judgemental decision by the 


Commissioners of the Canadian Dairy 


Commission who weigh the advice 


received from industry st 


akeholders, cal 


culations flowing from cost of production 


formulae, market conditi 
eral economic climate. 
In the past, stakeho 


ons and the gen- 


der advice was 


provided through the Consultative 


Committee. However, si 


the members of the Con 


nce the terms of 
sultative 


Committee expired early in the 


Target Price for Industrial Milk (per heciolitre) 


‘Includes $0.08 to cove 


levels determined by the 


dairy ingredient users. 


“Includes $0.08 to cove 
and costs associated wi 


‘Includes $0.12 to cove 
and costs associated wi 


all eligible costs associated wi 


Commission, and $0.02 as a 


administrative costs related to 


h the normal stocks of butter he 


administrative costs related to f 


h the normal stocks of butter he 


h actual butter inventories, up 


id by the Commission. 


ld by the Commission. 


Support Price Structure — August 1, 1994 


fo normal 


processor contribution to a rebate fund for 
he Commission's domestic marketing activities, 


he Commission's domestic marketing activities, 


Target Price for Industrial Milk {$52.40 per heciolire) 


| 


Butter Skim Milk Powder Processor 
Support price Support price marci 
required to meet required to meet PEE 
target price + target price $7.83 per 
(per kilogram) $ 5.324 


Amount in 


one hl of milk x 4.365 kg 


Amount in 


(per kilogram) $ 3.708 


og $9855 


hectolitre 


one hl of milk x 8.51 kg 


Federal Support Prices for Butter 
and Skim Milk Powder (per kilogram) 


Effective Date 


Butter 


a 


Skim Milk Powder 


1994-95 dairy year, no formal meetings 


of this Committee h 
then. Nevertheless, 


1994 and the Feb 


decisions, the Com 


meetings of dairy s 


ave occurred since 
prior to the August 
vary 1995 pricing 
mission convened 
akeholders, many of 


whom were former 


members of th 


Consultative Cornmittee. 


On August 1, 


Q9A, the target return 


to producers for industrial milk increased 
by 3 percent to $52.28 per hectolitre 


(containing 3.6 ki 


ograms of butterfat). 


The assumed processor margin also rose 


to $7.83 per hec 


The butter car 


olitre. 
ying charges, which 


are added to the target return, increased 
from $0.08 to $0.12 per hectolitre. 
This increase was necessary since 
equired butter stock levels had to be 
raised from 8 to 10 million kilograms to 
meet domestic demand, and to cover 
higher interest and storage costs. This 


charge is remitted to the Commission 
hrough producer levies. With the 
addition of this charge, the target pric 
totalled $52.40 per hectolitre for 
1994-95. There was no price change 
at the February 1, 1995 review point. 

On August 1, 1995, the 
Commission increased the target return to 
producers by 1.8 percent to $53.23 per 
hectolitre. 


Support Prices 
for Butter and 
Skim Milk Powder 


On August |, 1994, the support price 
for skim milk powder increased from 
$3.498 to $3.708 per kilogram, 
while the support price for butter 
emained constant at $5.324 per 
kilogram. This adjustment reflected the 
increase in the producer target return. 


Consistent with market trends, the entire 


increase was placed on the support price 
Ip 


or skim milk powder. 
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Direct Support 


Payments to 
Milk Producers 


Under the federal program supporting the 
target price for industrial milk, producers 
receive direct support payments for milk 
and cream shipments produced to meet 
domestic requirements. 

Since the 1993-94 dairy year, 
monthly payments have been made at 
the rate of $1.508 per kilogram of butter 
fat ($5.43 per hectolitre of milk contain- 
ing 3.6 kilograms of butterfat). This 
compares with the direct payment rate 
of $1.675 per kilogram of butterfat 
($6.03 per standard hectolitre) which 
had been in effect since 1975. At the 
current level, the direct payment repre- 


sents 10.4 percent of the target price, 
compared to 24 percent in 1975. 

Total payments to producers reached 
$221.82 million for 147,096 million 
ilograms of butterfat (40.86 million hec- 
f milk), produced for domestic 


consumption. In 1993-94, the payments 


olitres o 


o producers were $222.91 million 
41.06 million hectolitres). 

As part of the federal Budget of 
February 1995, the rate of the direct 
payment will be reduced by 30 percent 


over the next two dairy years. The 

1 5-percent reduction, effective August 1, 
1995, will lower the rate from $1.508 

to $1.283 per kilogram (from $5.43 to 
$4.62 per standard hectolitre). 


Commercial 
Operations 


Offer to 
Purchase Program 
Butter — In 1994-95, the Offer to 
Purchase Program provided butter manu- 
facturers with two options to sell butter to 
the Commission — Plan A and Plan B. 
Under Plan A, processors could sell 
or purchase butter to or from the Commis- 
sion in 25 kilogram blocks at the prevail 
ing support price. Plan A was used 
mainly by firms that produced more butter 
than they could market, or by manufactur 
ers that required butterfat. It was basically 
a surplus removal program. 


Direct Support Payments to Producers of Industrial Milk and Cream [in thousands) 


1992-93 
Prince Edward Island $ 4,867 
Nova Scotia 3,093 
New Brunswick 2,987 
Quebec 113,130 
Ontario Ties oie: 
Manitoba 9 063 
Saskatchewan 5,94] 
Alberta ey 
British Columbia 10,598 
CANADA $238,728 


Number of Dairy Farms 


1992-93 
Prince Edward Island 566 
Nova Scotia 560 
New Brunswick 467 
Quebec 12,659 
Ontario 9,770 
Manitoba O77, 
Saskatchewan 1,024 
Alberta LOZ 
British Columbia 943 
CANADA 29,358 


1993-94 1994-95 
$ 4,465 $ 4,359 
2,836 2,919 
2,776 2,777 
106,106 105,277 
68,517 68,306 
8,443 8,321 
5,509 5,520 
14,456 14,430 
9,799 9,912 
$222,907 $221,821 
1993-94 1994-95 
502 485 
503 491 
418 407 
11,864 11,782 
8,793 8,509 
1,154 1,108 
758 763 
1,312 1,272 
895 883 
26,199 25,700 


Under Plan B, butter manufacturers 
could sell butter in blocks or print form 
to the Commission. They had to repur 
chase this butter within one calendar 
year. Plan B was used by firms to bal 
ance the seasonality of their production 
and sales over the year. 


Butter and Skim Milk Powder 
Inventories — The Commission 
began the 1994-95 dairy year with 
8.56 million kilograms of butter and 


9.83 million kilograms of skim milk 
powder in inventory. During the year, 

the Commission purchased 21.03 million 
kilograms of butter and 41.71 million 
kilograms of skim milk powder. Sales of 
14.10 million kilograms of butter and 


43.74 million kilograms of skim mil 
powder left respective closing inventories 
of 15.49 and 7.80 million kilograms as 
of July 31, 1995. 

An increase in the production o 
industrial milk led to additional purchases 


{ 


of butter and skim milk powder, surplus to 
domestic needs. 


Plan B Program for Skim Milk 
Powder — This program was imple 
mented to encourage the production of 
specialty powders when milk supplies are 
plentitul, thereby minimizing the demand 
for fresh skim milk solids during the fall 
period when milk production is tradition- 
ally low. 


Concentrated Milk Assistance 
Program — This program encourages 
manufacturers of evaporated milk and 


sweetened condensed milk to produce 
these products during periods of the year 
when milk supply exceeds market needs. 
The products are brought out of storage 


when demand exceeds production. The 
Concentrated Milk Assistance Program 
offers financial assistance to manufactur- 
ers fo offset carrying charges incurred 
due to additional product storage time. 


Butter Transportation Assistance 
— The purpose of transportation assis- 


tance is to stabilize the price of butter 
and ensure its availability across 
Canada. The program applies to the 
movement of butter from buttersurplus to 
butterdeficient regions as determined by 


the Commission. Butter purchasers quali- 


fying under this program have a portion 
of their transportation costs reimbursed. 


== 


Butter manufacturing patterns have 
signiticantly changed in recent years and 
more butter is being produced in the 
traditionally-deticient region of Western 


Canada. Since the amount of assistance 


paid has substantially decreased in recent 
years, this program is being reviewed. 


Carrying Charges — Carrying 
charges associated with the Commis- 
sion’s Offer to Purchase Program for 
butter and skim milk powder totalled 
$4.48 million in 1994-95. 

The cost of storage and financing 
normal butter inventories (stocks held 


by the Commission to ensure adequate 
domestic supplies) is funded by 
consumers through the support price for 


butter, by way of a carrying charge, 
currently set at $0.12 per hectolitre. 
This surcharge is added to the producer 
target price and recovered by the 


Commission through producer levies. 
Through levies, producers pay the 
total storage, transportation and interest 


costs incurred by the Commission on 
surplus butter, skim milk powder and other 
programs operated under the Offer to 
Purchase Program. 


Animal Feed 
Assistance Program 


Funded by producer levies, this program 
provides financial assistance to animal 
feed manufacturers for the purchase of 


the Animal Feed Assistance Program, 
with the understanding that it would be 
re-evaluated early in 1996. 


The Butterfat 

Utilization Program 

This program, funded by producers, has 
been in place for the past three years. 
Its objective was to encourage greater 
use of butterfat in specific sectors and to 
stimulate the development of new high 
fat products like ghee, fractionated butter 
and clarified butter. 

During 1994-95, the Commission 
provided assistance on approximately 

4 500 tonnes of butter, which repre 


sented approximately 1.03 million hec- 
tolitres of additional milk consumption. 


The Butterfat Utilization Program will 
be discontinued on August 1, 1995, 
and replaced with a special milk class 
permit system which will allow processors 
to access milk components at competitive 
prices. 


Domestic Marketing 


The Commission continued to use its 
unique position in the industry to identify 
and promote opportunities to market 
more milk — an activity which comple- 
ments the role of other industry 
participants. 
Since they are tunded by producers, 
he Commission's marketing activities 
equire endorsement by the CMSMC. 


skim milk solids as a feed or feed ingredi- 
ent. The product utilized is surplus to 
Canadian requirements and the program 
is an effective outlet for older stocks of 
skim milk powder, which would other- 
wise be difficult to sell on the export 
market. 

The rate of assistance established on 
August 1, 1994, was $1.658 per kilo- 
gram and remained constant for the 
entire dairy year. The Commission pro- 
vided assistance on 5.38 million kilo- 
grams of skim milk solids utilized in 
animal feed products under this program. 

At its July 1995 meeting, the 
CMSMC approved the continuation of 


The 1994-95 array of these initiatives 
included the Butterfat Utilization Program 
and the Animal Feed Assistance Program 
both reported on in the previous section); 
the Milk Bread Program (a rebate on 


skim milk powder used in breads meeting 
certain milk ingredient specifications); the 


Domestic Dairy Product Innovation 
Program; and the Rebate Program for 
Further Processors. 


Domestic Dairy Product 
Innovation Program 


Implemented in 1989 for a five-year 
period, the Domestic Dairy Product 
Innovation Program was intended to add 
flexibility to the national industrial milk 
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Per Capita' Disappearance of Dairy Products in Canada, 1987-1994 


LITRES 


Based on population, July | 


Does not include cheese used in processed cheese 


KILOGRAMS 


Product equivalent of processed cheese (calculated at 73% cheese by volume] is assumed to be 95% cheddar and the balance specialty cheese. 


Sources: Statistics Canada, Canadian Dairy Commission 


supply management system by providing 
an amount of milk additional to provincial 
milk quotas for the introduction of new 
and innovative products on the domestic 
market. 

The Commission requested and 
reported on an evaluation of this program 
to the CMSMC in March 1995. Evalua- 
tion results indicated that while industry 
participation was not as high as origi- 
nally anticipated, during the past five 
years 15 Canadian firms used over 
336,000 hectolitres of milk to introduce 
20 new products to the Canadian 
market. The CMSMC subsequently 
renewed its commitment to this initiative 


by approving its continuation for an 
additional five-year period until the end 
of the 1999-2000 dairy year. The 
Commission will strive to develop a com- 
munication strategy to encourage turther 
industry participation in this initiative. 


Rebate Program 
for Further Processors 


Initiated early in 1992, this program 
stabilized the use of dairy ingredients in 
Canada and restored confidence to this 


entire sector. 


Commitments for the 1994-95 dairy 


year totalled $13.5 million. Since its 
inception, over 4,500 products were 
accepted under the program guidelines. 
A significant portion of the assistance 
was allocated for mozzarella and 
cheddar cheeses used in pizzas, pastas, 
and macaroni and cheese dinners. 

The Rebate Program for Further 


Processors will be discontinued on 
August 1, 1995, and replaced with 

a special milk class permit system which 
will allow processors to access milk 
components at competitive prices. 


International 
Marketing 


Canada exports dairy products not 
needed for domestic consumption, either 
on a governmenHo-government basis or 
through Canadian exporters. Canada 
accounts for less than 1 percent of world 
exports of dairy products. The major 
exporting countries are New Zealand, 


members of the European Union, the 
United States and Australia. 


Skim Milk Powder 


There has been a continued increase in 
the amount of surplus skim milk powder 
received by the Commission under its 
Offer to Purchase Program. The average 
price obtained for this product on the 
international market continued to rise dur 
ing the first months of the 1994-95 dairy 
year and remained high until July 1995. 
This price increase was the result of 


reduced supplies primarily in Europe 
and Oceania, combined with a 
weakness in the American dollar. 

Total exports reached 41.7 million 
kilograms, a 75 percent increase over 
1993-94. Major customers continued to 
be Mexico and Algeria, whose markets 
accounted for three-quarters of Canadian 
exports. Other markets included Cuba, 
Japan, the Caribbean, the Far East, and 
Central and Latin America. 


Butter 


Supplies of butter are usually tight from 
September to December, when dairy 
production is at its lowest level and con- 
sumption is at its highest. Although the sit 
uation was not as critical as it was during 
993-94, the supply was very limited in 
the fall of 1994, and no butter exports 
were undertaken until the second half of 
the 1994-95 dairy year. 

In total, the Commission exported 
1,000 tonnes of salted and unsalted but 
ter, the major destinations for which were 
Africa and South America. 


Evaporated Milk 


The international market for evaporated 
milk is highly competitive, since prices 


offered by European companies are 
highly subsidized. However, the 
Commission has maintained its close 
trade relationship with Libya and evapo- 
rated milk exports to that country have 
continued over the past twelve years. 
The Commission exported 
500,000 cases of evaporated milk 
to Libya during 1994-95. 


Whole Milk Powder 

All production of whole milk powder had 
to be suspended in the fall of 1994 
because of the limited supply of butterfat 
on the domestic market. 


In 1994-95, only 4.8 million kilo- 
grams were shipped, a 39 percent 
decrease over 1993-94. Algeria has 
remained the Commission’s main 
customer. 


Dairy Product Export 
Assistance Program 


The major products exported under this 
program were cheese and a variety of 
other dairy products used as ingredients 
in finished products. 
The Commission provided assistance 
to facilitate the export of 14.2 million 
ilograms of cheese in 1994-95, 
compared to 10.4 million kilograms 
in 1993-94. The major markets for 
Canadian cheese are the United 
Kingdom, the United States, Mexico, 
Japan and Brazil. 
The Dairy Product Export Assistance 
Program will be discontinued on 
August 1, 1995, and replaced by a 
special milk class permit system which 


will allow processors to access milk 
components at competitive prices. 


15 


Alvin Johnstone 


Commissioner 


Structure 


The Canadian Dairy Commission con- 
sists of a Chairman and Chief Executive 
Officer (Gilles Prégent), a Vice-Chairman 
(Louis Baleaen} and a Commissioner 
(Alvin Johnstone}, who are appointed by 
Governor in Council. Commission staff 
currently totals 57, and offices are 
located in Ottawa. 

In December 1994, the federal 
government designated the positions of 
Vice-Chair and Commissioner as part 
time appointments. 


THE CANADIAN DAIRY COMMISSION 


History 


In March 1965, the federal Canadian 
Dairy Advisory Committee recommended 
the creation of the Canadian Dairy 
Commission to resolve two critical prob- 
lems facing the dairy sector: a lack of 


coordination between federal and provin- 


cial policies; and the absence of an 
effective means fo control milk production 
needed to ensure stable and reasonable 
prices for dairy products and prevent 
costly surpluses. 
With the proclamation of the 

Canadian Dairy Commission Act on 
October 31, 1966, the federal govern- 


ment contirmed its commitment to a 


healthy and viable dairy industry in 
Canada. 


Louis Balcaen 


Vice-Chairman 


Gilles Prégent 


Chairman 


The Commission's most important 
function is to facilitate the development 
and implementation of major dairy 
policies and programs. From the introduc- 
tion of supply management in the early 


seventies to its current leadership role, 


the Commission continues to provide a 
framework for the federalprovincial 
consultation that is so crucial to the 
continued viability of the industry. 

In doing so, the Commission works 


re 


closely with the main stakeholder organi- 
zations including Dairy Farmers of 
Canada, the National Dairy Council of 
Canada, the Consumers’ Association 

of Canada, provincial milk marketing 


boards, agencies, and provincial govern- 


ments. Also consulted are further process- 
ing organizations such as the Grocery 
Products Manufacturers of Canada, the 
Bakery Council of Canada and the 
Confectionery Manufacturers Association 
of Canada. 


Mission Statement 


The Canadian Dairy Commission plays 
a key role in the implementation of 
Canada's federal dairy policy, which 
promotes the development and mainte- 
nance of a healthy and viable industry. 
The Commission cooperates closely with 
provincial governments, milk marketing 
boards and agencies, as well as produc- 
ers, processors, consumers and 
exporters. Serving as an important facili- 
tator for the work of these dairy stake- 


holders, the Commission assists in 


determining and initiating policies and 
programs which meet industry needs 
while ensuring that Canadian consumers 
are provided with adequate supplies of 
quality dairy products. The Commission is 
also responsible for advising the Minister 


of Agriculture and AgriFood on major 
dairy industry issues. 


Authority 


Created as a Crown Corporation in 

1966 by virtue of the Canadian Dairy 
Commission Act (1966-67), the 
Commission is accountable to Parliament 
through the Minister of Agriculture and 

AgriFood, and works closely with 
Agriculture and Agri-Food Canada on 


— 


matters relating to the dairy industry. 
The Commission has the authority to 
purchase, store, process, or dispose of 


dairy products; determine domestic 
fe 


requirements for industrial milk and cream 
for the purpose of establishing the 
national Market Sharing Quota; make 
payments to milk and cream producers 
for. the purpose of stabilizing the price 


of industrial milk and cream; investigate 


atiers relating to the production, 


m 
processing or marketing of any dairy 
product 
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; administer a system of pooling 
oducer market returns from sales 


= 


hrough different classes of milk; establish 


provincial levy obligations for exports of 
skim milk powder not needed domesti- 


cally; help promote the use of dairy 
products and administer marketing and 
promotional programs. 


Since July 1990, the federal govern- 
ment has also given the Commission the 


responsibility for setting the target price 
for industrial milk, the processor margin, 
and the support prices for butter and skim 
milk powder. The Commission sets these 


prices after consideration of stakeholder 
advice from producers, processors, 
further processors and consumers. 


Objectives 
Two objectives are outlined in the 
Canadian Dairy Commission Act: 


® to provide efticient producers of milk 
and cream with the opportunity of 
obtaining a fair return for their labour 
and investment: and 


® to provide consumers of dairy products 


with a continuous and adequate sup- 


ply of dairy products of high quality. 


Overview of 
Financing 
Arrangements 


Program Costs — In 1994-95, 
activities of the Canadian Dairy 
Commission were funded from two 


sources: by the Government of Canada 
through parliamentary appropriations; 
and by Canadian milk producers and 
consumers through levies collected under 
the provisions of the National Milk 
Marketing Plan. 


Through the Commission, the federal 


provides support to the dairy 
industry in two ways: 


governmen 


1) producers receive direct support pay- 
ments on deliveries of industrial milk 


and cream produced to meet domes- 


lic requirements; and 


2) support prices for butter and skim milk 
powder are set at levels designed to 
allow producers and processors to 
cover costs and obtain a fair return on 
their investment. 


Direct support payments paid by the 
Commission are funded by Agriculture 
and Agrifood Canada under the provi- 
sions of the Farm Income Protection Act. 
The payments are made to producers on 
all eligible shipments of industrial milk 
and cream within domestic requirements 


up to the maximum amounts authorized 
by Orderin-Council. 
In 1994-95, increased production 
resulted in dairy support payments in 
excess of the budgeted amount of 
$217.2 million. As a result, the Commis- 
sion was granted additional funding of 


$9.4 million to cover producer payments 
for the remainder of the 1994-95 fiscal 
year. 


The federal government also pro- 
if 


vides funds used to carry out cost of 
production studies, the results of which 


are taken into consideration when the 


Commission determines the target pric 
for industrial milk. 

Through the Minister of Finance, 

the Government of Canada makes loans 


available fo the Commission, at rates it 
establishes for Crown Corporations, to 


finance Commission purchases and 
sales of dairy products on behalf of the 
industry. 

In 1994-95, producers funded all 
marketing and market development costs 
incurred by the Commission through 
tunds remitted by provincial authorities. 


Under this regime, provinces set levies 
at rates for within-quota and over-quota 
shipments, which reflected the relative 


costs of marketing dairy products within 
domestic demand, and of disposing of 


surplus products on domestic or export 
markets. 

Consumers pay the carrying costs 
of normal butter inventories, held by the 
Commission to service the domestic mar 
ket, through an adc-on to the support 
price for butter, which was collected 
back through producer levies. 


Effective August 1, 1995, administra- 


re 4 


s associated with export market 


= 


ive COS 


ing activities will be funded through 
charges on the pool of returns from milk 
sales. 
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Administrative Costs — |n 
1994-95, the Commission's administra- 
tive costs were shared by the government 


(51.5 percent), producers (30 percent!) 
and consumers (18.5 percent). 

The Commission continued to 
make a strong contribution to the federal 
government's ongoing budgetary reduc- 
ion and restraint efforts. In addition to the 
ongoing wage freeze, Commission 
resources have been significantly 
impacted by the government's initiatives 
to eliminate the budgetary deficit. Stat 
reductions through attrition, restructuring 
and reorganization continued to enable 
he Commission to meet the expenditure 


eduction targets established. 
A number of federal fiscal restraints 
announced in 1993 and 1994 resulted 


in reductions to the Commission's funding 


L 


for administrative expenses. 
ince 1989, due to federal bud- 


getary restraints, producers have paid for 


WN 


the portion of the Commission's adminis: 


trative costs related to export marketing, 
which represents approximately 30 per 
cent of the budget. Also starting with the 
1993-94 dairy year, the Commission's 


administrative costs related to the domes- 
tic marketing of butter and skim milk 
powder, estimated at $1 million per year, 
have been collected from consumers 
through the levy currently of $0.12 per 
hectolitre, which is applied through the 


support price structure. 


Performance of 
the Commission 


The objectives of the Canadian Dairy 
Commission are to provide fair returns to 
efficient producers and provide con- 
sumers with a continuous and adequate 
supply of quality dairy products. Working 
closely with industry, the Commission 


fulfills its legislated mandate through two 


ag 
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main functions: setting dairy target and 


support prices; and, with the approval of 
the CMSMC, balancing supply and 
demand through the establishment of the 
national Market Sharing Quota (MSQ). 


Fair Returns and 
Efficient Producers 


Fairness 


In setting the target price for industrial 
milk and the support price for butter and 
skim milk powder, the Commission exer- 
cises its judgement when taking into 
account a number of factors including 
data from cost of production (COP) 


calculations, market conditions and the 
general economic climate. 
The COP mechanism relies on 

actual producer costs captured annually 
on approximately 350 survey farms in 
four provinces (New Brunswick, Quebec, 
Ontario and Manitoba). It is intended to 
cover labour, investment and cash costs 


related to the production of industrial 


t 


milk, although quota purchase costs 
are excluded. 
The COP mechanism as developed 
by the Consultative Committee to the 
Commission includes builtin efficiency 


factors. The Commission defines “effi- 


cient” producers in a province as those 
who have annual milk shipments at or 
above 60 percent of the average provin- 
cial yearly production for the most recent 


available dairy year. Only those produc- 
ers are eligible for inclusion in the survey. 

A further efficiency factor is added 
by eliminating from each provincial calcu- 
lation 30 percent of producers with the 
highest COP per hectolitre. The remain- 
ing 7O percent of producers in each 


provincial sample are then deemed to 
represent the sample for purposes of cal- 
culating the national COP. 
Since the cost of production is based 
on average actual costs of this detined 
sample, the continued profitability of 
individual dairy producers under the 
administered pricing system can only be 
achieved through efficiency gains at the 


farm level. 

While dairy product pricing across 
Canada is influenced by the target price 
for industrial milk, and the support prices 
for butter and skim milk powder that are 
derived from it, the actual farm-gate price 
which producers receive depends on a 
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number of factors that are applied in 
each province. 

In summary, the intent of the adminis- 
tered pricing system is to ensure that effi- 
cient producers have an opportunity to 


cover costs and receive a fair return on 


their labour and investment. 


Index of Dairy Versus Total Farm Cash Receipts 


(1986 = 100) 
130 Bd 
110 = al 
fi DAIRY 

90) a 

OTHER 
70} 
50 

87 88 89 90 92 93 94 


While the terms “fairness” and 
“elticiency” are difficult to define, the 


Commission has established certain mea- 
sures which can be used as an indication 
of fairness and efficiency. These indica 
tors include a comparison of dairy cash 
receipts versus total farm cash receipts, 


consideration of the target price level 
over time and a review of milk yields per 
cow. 

Figure | (previous page) provides a 
comparison between dairy cash receipts 
and overall farm cash receipts for the 
1987-94 period. It demonstrates that 
the trends in returns for dairy production 
appear to be comparable in relation to 


a 


those in the agricultural sector as a 
whole. 
This comparison also illustrates that 


dairy farm cash receipts have been mor 


+, 


stable than those in agriculture in gen- 
eral. In 1990 and 1991, overall farm 
cash receipts were at depressed levels 
because of the international grain 
subsidy issue. 

While total dairy farm cash receipts 
declined in 1992 because of reduced 
demand, they have increased steadily 
since that time as a result of new pro- 
grams designed to stimulate consumption 
of dairy products. 


Efficiency 
An examination of the target price in real 
terms (deflated by the food portion of the 


Consumer Price Index) shows that while 
dairy cash receipts have continued to 
grow over the years, a general decline in 
the real price per hectolitre has occurred. 
The decline in this number in real terms is 
a reflection of increased costeffectiveness 
on farms. 

Figure 2 demonstrates target price 
changes for the past eight years in terms 
of constant dollars. 

Milk yields are directly attributable to 
the quality of cows in a dairy herd and 

good management practices. Figure 3 

illustrates the steady increase in milk 
yields per cow for the period 1987-94 
as recorded by the Canadian Mil 
Recording Board. Producers’ view of the 


importance of documenting milk yields is 
demonstrated by the fact that almost 
60 percent of Canada's dairy cows are 


Real Target Price 
in Constant Dollars 
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'Herds enrolled in milk recording programs. 


Source: Agriculture and AgriFood Canada 


enrolled in some form of milk recording 
program. Participation in such programs 
is voluntary and funded directly by milk 
producers. 

Over the past eight years, there has 
been a continuing reduction in the num- 
ber of dairy farms. Farm totals declined 
from just over 37,900 in 1987 
fo approximately 25,700 in 1994. 
However, the size of individual farms is 
continuing to increase, with the number 
of cows per farm up by about 34 per 
cent since 1987. 


There has also been rationalization 
in the processing sector as plants attempt 
to achieve greater efficiencies and 
economies of scale. Since 1987, the 
total number of fluid and industrial milk 
processing plants has declined by 
20 percent while the total volume of milk 


processed decreased by 5 percent. 


Continuous, 
Adequate Supplies 
and High Quality 


Supply 
The national MSQ is determined 
annually by the Canadian Milk Supply 
Management Committee. It includes a 
production sleeve above domestic 
requirements. This sleeve is used as a 
butter to ensure that domestic require 
ments can be met if they rise above the 
forecast amount and also ensure that 
sufficient milk is produced to service 
certain planned export markets. 

The Canadian milk supply manage- 


ment system has been successful in 
ensuring that domestic markets are contin- 
uously and adequately filled. Figure 4 


Market Sharing Quota, 
Canadian Requirements 
and Production 
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demonstrates the consistency between 
the national MSQ set for industrial milk 
in Canada over the past eight years, 
actual Canadian requirements, and 
actual industrial milk production. 

An assessment of improvements in 
dealing with seasonality is an indicator 
of the success of the policies established 


by the industry in providing a continuous 
and adequate supply of dairy products. 
Milk production is usually at its lowest 
point during the fall months, when dairy 
product consumption is at its highest 
level. Demand for certain dairy products 


f step 


is also seasonal in nature and out o 
with supply. 

Figure 5 demonstrates the improved 
performance of the industry since 1987 
in terms of increased winter milk produc- 
tion (October to March). Supply has 
become more continuous throughout the 
year, although all regional and seasonal 
market requirements may not always be 
met from fresh milk. Stocks are main- 
tained to meet this additional demand. 


Seasonality of Milk Supply 


[distribution by percentage of production) 
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Quality 


All products directly handled by the 
Commission, including the butter, evapo- 
rated milk and skim milk powder it 
purchases and sells, must meet the high 
Canadian quality standards established 


under current federal legislation. 

Most of the skim milk powder traded 
by the Commission is graded and certi- 
fied according to Canada | standards 
established by Agriculture and Agri-Food 
Canada. Butter purchased under the 
Commission's Plan A and B Offer to 
Purchase Program also meets Canada | 
standards. In addition, Plan A butter must 
comply with even more stringent specifi- 
cations including moisture content, colour, 
and microbiological composition. 

Since a large portion of the products 
purchased by the Commission are 
exported, these products must also meet 
the quality standards requested by the 
importing country. Successtul competition 
on the aggressive international market 
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often depends on offering products which 
exceed minimum quality standards. The 
Commission makes its clients clearly 
aware of the benefits of this competitive 
edge on a regular basis. 


Achievement of 
Corporate Goals 
for 1994-95 


This section provides a statement of the 
Commission's goals and a brief summary 


of the level of their achievement over the 
past year. 


1. Consult with the government, industry 
and non-industry stakeholders to facili- 
fate the development of a longterm 
federal dairy policy. 


Although this has been an ongoing goal, 
the Commission realized that it was 
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unrealistic to expect a commitment by 


government to develop a firm, longterm 
dairy policy, given the current changing 
domestic market and international trade 


environment. However, industry and 


non-industry stakeholders and all levels of 
government have and will continue to 
develop, evaluate and discuss policies to 
meet the known challenges ahead. 
During 1994-95, the Commission 
continued to play a central role in facili- 
tating and contributing to the various 
forums dealing with dairy policy and the 
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changes necessary to operate in a new 
trading environment. 
The Commission chaired and pro- 
vided research and secretariat functions 
for the Dairy Industry Strategic Planning 
Committee (DISPC}, established in 1994 
following the signing of the Uruguay 
Round of the General Agreement on 
Tariffs and Trade (GATT), the predecessor 
to the World Trade Organization (WTO). 


The Commission assisted the develop- 


ment and preparation of the DISPC final 
report in October 1994, and contributed 
to the work of the Task Force on Orderly 
Marketing which was established by 

the Minister of Agriculture and AgriFood 
to further prepare for GATT/WTO 


implementation. 


The CMSMC created a federal 
provincial Negotiating Subcommittee 
to lead the concerted efforts of industry 
sectors across the country to develop a 
new, mutually acceptable milk marketing 
approach. This Committee was charged 
with carrying forward the work and 
recommendations of the DISPC. The 
Commission reported on the progress 
made by the dairy industry to federal, 
provincial and territorial Ministers of 
Agriculture and Agrifood in December 
1994. Ministers provided support for the 


continuing industry negotiations to ensure 
that an orderly milk marketing system 
could be maintained across the country, 
while allowing Canada to meet its 
international obligations. 

Early in 1995, two further CMSMC 
industry groups were chaired and 
assisted by the Commission. The Policy 
Committee and the All Milk Pooling 
Committee were set up fo structure the 


even more intensive deliberations among 
provinces on the technical aspects of a 


new marketing approach which is 
being refined and will be implemented in 


the 1995-96 dairy year. 


2. In concert with the industry, develop 
dairy program strategic plans that 
deal with the known challenges of the 
changing size and shape of the indus- 
try, and refine current Commission 
program activities accordingly. 


In 1994-95, the Commission directed its 


activities towards developing policies to 
ensure that Canada complies with the 
provisions of the WTO and NAFTA 


t, 


Agreements. 
The importance of finding an equi- 


table means of maintaining markets for 


dairy product exports, as well as for cer 
tain domestic products containing dairy 
ingredients, has been the key goal of the 
extensive negotiations undertaken with 
the provinces through various dairy indus- 
iry committees and working groups over 
he past year. 


{| 


During 1994-95, the Commission 


also requested and completed an evalua- 


ys 


on of the Domestic Dairy Product 
nnovation Program, which had been 
implemented in 1989 for a five-year 
period. The Commission reported the 
indings to the CMSMC in March 1995. 
The CMSMC renewed its commitment to 


al 


his initiative which will continue for an 
additional five-year period until the end 


of the 1999-2000 dairy year. 


3. Undertake a benchmarking study to 
identity Canada's “best competitive 
practices” respecting production 
through fo distribution. 


The Commission had intended to work 
with its Consultative Committee to under- 
take a feasibility study as a first step in 
identitying competitive benchmarks. 
While lack of agreement on industry 
funding and the absence of a formal 
Consultative Committee delayed this 
project during 1994-95, the Commission 
will continue to explore the possibility of 


moving forward on this initiative. 


Goals for the 
Planning Period 


In line with the changing domestic and 
international market environment, Goal 3 
above will be carried over into th 


1995-96 dairy year. The Commission 


will also continue to work with industry 


stakeholders to develop a strategic 


plan to encourage increased use of 
dairy ingredients by the further 
processing sector. 

Although certain new initiatives have 
already been put in place in response to 
domestic market and international obliga- 
tions, the Commission, in conjunction 


with industry stakeholders, will continue to 


develop other necessary changes during 
the coming year and in the period lead- 
ing up to the next WTO Agreement. 


Management 
Analysis and 
Significant 
Factors Affecting 
Financial Results 


In establishing provincial levy obligations 
for the start of the 1994-95 dairy year, 

the Commission set a budget fo generate 
adequate revenue 


Me 


o cover marketing 
costs. The intent was to minimize the risk 
of a serious shortfall. 


In 1994-95, several factors had a 
if 


signiticant effect on the Commission's 


financial outcome, resulting in a surplus 
of $33.3 million in the marketing operc- 
tions account for the year. The financial 
situation was influenced by changes in 


both the market for dairy products and 
general economic conditions. 


The yearend surplus was mainly due 
o higher than anticipated world prices 
for the Commission's sales of dairy prod- 


it 


ucts and beneficial foreign exchange 
ates. These two factors significantly out 
weighed higher interest costs faced by 
he Commission in 1994-95. 

Overproduction and lower overall 
demand contributed to increased stocks 
of butter held by the Commission. These 
stock levels generated additional storage, 
handling and financing costs. 


=) 
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Personnel 


The Cornmission believes that its success strives to implement policies and 
depends largely on the capability of its programs that encourage personal and 
human resources and the quality of the professional development, and maximize 
work environment. For this reason, it employee motivation and satisfaction. 


A Charles © Birchard 


A Gaétan Paquette 


Senior Management 


Director, Strategic Planning, 
Policy and Communications 


Charles C. Birchard 


Director and Chief Economist, Economics 
R. Erik Kramar 


Director, Finance, Administration and 
Human Resources 


Paul Simard 


Director, Internal Audit 
Bob Hansis 


Director, Commercial Operations 
Gaétan Paquette A Laval Létourneau 


Director, Domestic and 
International Marketing 
Laval Létourneau 


Management Responsibility 
for Financial Statements 


The financial statements of the Canadian Dairy Commission 
and all information in this Annual Report are the responsibility 
of management. The statements have been prepared in 
accordance with generally accepted accounting principles, 
using management's best estimates and judgements where 
appropriate. Financial information presented elsewhere in the 
Annual Report is consistent with the statements provided. 

In discharging its responsibility for financial reporting, 
management maintains and relies on financial and 
management control systems and practices designed to provide 
reasonable assurance that transactions are authorized, assets 
are safeguarded, and proper records are maintained. These 
controls and practices ensure the orderly conduct of business, 
the accuracy of accounting records, the timely preparation of 
reliable financial information and the adherence to Commission 
policies and statutory requirements. The process includes 
management's annual communication to employees of Treasury 
Board's guidelines on conflict of interest and code of conduct. 

The Audit Committee of the Canadian Dairy Commission, 
made up of the Commissioners, oversees management's 
responsibilities for maintaining adequate control systems and the 
quality of financial reporting. The Commission's internal and 
external auditors have free access to the Audit Committee to 
discuss the results of their work and to express their concerns 
and opinions. 

The transactions and financial statements of the Commission 
have been audited by the Auditor General of Canada, the 
independent auditor for the Government of Canada. 


Je ae 


Gilles Prégent, Ch 


ie Goel. 


Paul Simard, Director of Finance 


Auditor’s Report 


To the Minister of Agriculture and Agri-Food 


| have audited the balance sheet of the Canadian Dairy 
Commission as at July 31, 1995 and the statement of 
marketing operations and funding by producer levies and the 
statement of dairy support program operations and costs funded 
by the Government of Canada for the year then ended. These 
financial statements are the responsibility of the Commission's 
management. My responsibility is to express an opinion on 
these financial statements based on my audit. 

| conducted my audit in accordance with generally 
accepted auditing standards. Those standards require that | plan 
and perform an audit to obtain reasonable assurance whether 
the financial statements are free of material misstatement. An 
test basis, evidence supporting 
the amounts and disclosures in the financial statements. An audit 


audit includes examining, on a 


also includes assessing the accounting principles used and 


significant estimates made by management, as well as 
evaluating the overall financial statement presentation. 

In my opinion, these financial statements present fairly, in all 
material respects, the financial position of the Commission as at 


July 31, 1995 and the results of its operations and the changes 
n its financial position for the year then ended in accordance 
with generally accepted accounting principles. As required by 


the Financial Administration Act, | report that, in my opinion 


! 


—s 


hese principles have been applied on a basis consistent with 

that of the preceding year. 
Further, in my opinion, the transactions of the Commission 

that have come to my notice during my audit of the financial 


statements have, in all significant respects, been in accordance 
with Part X of the Financial Administration Act and regulations, 
the Canadian Dairy Commission Act and the by-laws of 

the Commission. 


Raymond Dubois, FCA 
Deputy Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
October 4, 1995 
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BALANCE SHEET 
as at July 31, 1995 


(in thousands) 


(in thousands) 


Assets 
Accounts receivable 
Trade $ 259 Ne aA 
Government of Canada (Dairy Support Program) 27,180 87,03i 
Producer levies (Note 3) 67,743 56,915 
Inventories (Note 5) 94,150 68:72 
$ 189,332 $ 176,429 
Liabilities 
Accounts payable and accrued liabilities $ 49,464 $ 48,328 
Direct support payments payable to producers 27,067 37,030 
Allowance for losses on outstanding 
purchase commitments 1,856 O25 
Loans from Government of Canada (Note 6) 69,334 68,099 
147,721 156,280 
Excess of Funding by 
Producer Levies (Note 7) 
Excess at end of year 41,611 20,149 
$ 189,332 $ 176,429 
Approved: 
Pea a 
Lye 
yceacn 


- 


= Ga 


Director of Finance 


The accompanying notes and schedule are an integral part of these financial statements. 


STATEMENT OF MARKETING OPERATIONS 
AND FUNDING BY PRODUCER LEVIES 


for the year ended July 31, 1995 


(in thousands) 


(in thousands) 


Export sales $ 138,605 $ 99,339 
Cost of goods sold 195,789 149,102 
Loss on export sales 57,184 49,763 
Domestic sales 76,233 86,633 
Cost of goods sold 76,100 84,372 
(Margin) on domestic sales (133) (2,261) 
Total loss on sales 57,051 APSO? 
Assistance and expenses 104,554 Somis®@ 
Total Cost of Operations 161,605 130,632 
Less portion of administration expenses 
funded by the Government of Canada 2,493 2,045 
Net cost of operations funded by producer levies 159,112 127,987 
Funding by producer levies (Note 4) 192,374 141,531 
Excess of funding of net cost of operations 33,262 13544 
Excess at beginning of year 20,149 37,60) 
53,411 Sh AS 
Refunds of previous years’ excess 11,800 30,996 
Excess at End of Year S$ 41,611 $ 20,149 


The accompanying notes and schedule are an integral part of these financial statements. 
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STATEMENT OF DAIRY SUPPORT PROGRAM OPERATIONS 
AND COSTS FUNDED BY THE GOVERNMENT OF CANADA 
for the year ended July 31, 1995 


(in thousands) (in thousands) 
Direct support payments to producers of industrial milk and cream $ 221,821 $222,007 
Administrative expenses 2,493 2,045 
Costs of production and dairy policy studies 361 aot 
Total costs funded by the Government of Canada $ 224,675 $ 226,083 


The accompanying notes and schedule are an integral part of these financial statements. 


NOTES TO FINANCIAL STATEMENTS 
July 31, 1995 


1. The Commission 


The Canadian Dairy Commission (the “Commission’), is an 
agent Crown corporation named in Part |, Schedule Ill to the 
Financial Administration Act and is not subject to the provisions 
of the Income Tax Act. The objectives of the Commission, as 
established by the Canadian Dairy Commission Act (CDC Act), 
are “to provide efficient producers of milk and cream with the 
opportunity of obtaining a fair return for their labour and 
investment and to provide consumers of dairy products with 

a continuous and adequate supply of dairy products of 

high quality”. 

The Commission administers the dairy support program 
funded by the Government of Canada, under which it makes 
direct support payments to producers. In cooperation with the 
Canadian Milk Supply Management Committee (CMSMC), 
which it chairs, the Commission undertakes the management 
and administration of marketing operations funded by producer 
levies. The results of the Commission's operations in each of 
these areas are presented in the Statement of Dairy Support 
Program Operations and Costs Funded by the Government of 
Canada, and in the Statement of Marketing Operations and 
Funding by Producer Levies, respectively, in order to distinguish 
the accountability relationships for them. 

The Commission purchases, at Canadian support prices, 
all butter and skim milk powder tendered to it. While most of 
the butter purchased by the Commission is later resold in the 
domestic market, most of the skim milk powder is in excess of 
domestic needs and is exported. The Commission sells 
production surplus to domestic requirements in the form of whole 
milk products, skim milk powder and butter on international 


markets. Historically, these prices have usually been lower than 
Canadian support prices. The Commission also pays assistance 
fo processors and exporters to help them in disposing of dairy 
products directly. 

The Commission implemented a number of changes to its 
programs and policies at the beginning of the 1995-96 dairy 
year. These changes, developed in conjunction with the dairy 
industry, were necessary as a result of Canada’s commitments 
under the North American Free Trade Agreement and the 
World Trade Organization Agreement. Amendments to the 
CDC Act to accommodate these changes received Royal 
Assent in July 1995. 

Effective August 1, 1995 the Commission will administer 
a new system of special milk classes which will provide milk 
components to further processors and exporters through 
processors at competitive prices. These prices will be 


established at levels according to a mechanism agreed to by 
the CMSMC. This arrangement will significantly reduce the 
need for the Commission to make assistance payments to 
processors and exporters of dairy products thereby resulting in a 
major decrease in the requirement for funding by producer 
levies for such assistance. 


2. Significant Accounting Policies 


Inventories 


Inventories are valued at the lower of cost or estimated net 
realizable value. 


Allowance for losses on outstanding purchase commitments 
The Commission establishes an allowance for losses on 
outstanding purchase commitments based on current contracts 
for export sales. 


Refunds of excess (recoveries of deficiency) 
of funding by producer levies 


Refunds or recoveries are recorded in the year declared by 


the CMSMC. 


Foreign currency translation 


Substantially all sales in foreign currencies are hedged by 
forward exchange contracts and are translated into Canadian 


dollars at the exchange rates provided therein. Sales in foreign 
currencies that are not hedged are translated into Canadian 
dollars at the exchange rate in effect on the transaction date. 


Pension plan 

Employees participate in the Public Service Superannuation Plan 
administered by the Government of Canada. The Commission's 
contributions to the plan are limited to matching the employees’ 
contributions for current service. These contributions are 
expensed during the year in which services are rendered and 


represent the total pension obligations of the Commission. 


3. Producer Levies Receivable - 


The province of British Columbia disagreed with the calculation 
of the Market Sharing Quota it was allocated under a 1984 
amendment to the National Milk Marketing Plan. During the 
year, the issue was resolved by the CMSMC. It agreed to 
forgive the over-quota levies receivable from British Columbia 
related to this dispute pertaining to the 1991-92, 1992-93 
and 1993-94 dairy years. The total amount forgiven and 
written off was $5.9 million. 
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4. Funding 


Government of Canada (Dairy Support Program) 


Agriculture and Agri-Food Canada provides funding to 

the Commission for direct support payments to producers of 
industrial milk and cream shipments, produced to meet 
domestic requirements. Such payments are made up to 
maximum amounts authorized by the regulations. The rate of 
direct support payments was $1.508 per kilogram of butterfat 
or $5.43 per hectolitre of milk containing 3.6 kilograms of 
butterfat (1994 — $1.508 or $5.43 respectively). 

As result of federal expenditure restraint, effective August 1, 
1995 the rate for direct support payments will be reduced by 
15% to $1.282 per kilogram of butterfat or $4.62 per 
hectolitre. This will be followed by a further reduction of 15% in 


the subsequent year to $1.056 per kilogram of butterfat or 
$3.80 per hectolitre. 

In addition, the Government of Canada has funded 
$2.5 million (1994 — $2.6 million) of the Commission's 
administrative expenses of $5.2 million (1994 — 
$5.2 million], as well as professional services relating to cost 
of production and dairy policy studies. 


Producer levies 


Producers are responsible for the costs of operations not funded 
by the Government of Canada. These costs are funded 
through levies agreed to by the CMSMC, charged on fluid 
milk sales and industrial milk production, collected by the 
provincial marketing boards and agencies, and remitted to 

the Commission. 


Producer levies are comprised of: 


1995 1994 

{in thousands) 
In-quota levies $ 164,137 $ 131,163 
Over-quota levies 28,237 10,368 


Total $ 192,374 $140,534 


Producer levies include $0.7 million (1994 — $0.8 million) 
of interest charged to provincial milk marketing boards and 
agencies. 

Producer levies also include $0.12 (1994 — $0.08} per 
hectolitre of industrial milk to cover the eligible costs associated 
with actual butter inventories up fo normal levels determined by 
the Commission and a portion of administrative expenses. 


Amounts funded through this portion of levies and expenses 
allocated to it are as follows: 


Eligible Costs Associated with Butter Inventory up to 


Normal levels and a Portion of Administrative Expenses 


1995 1994 


lin thousands) 


Opening balance $ 1,183 $955 
Funding 5,035 3,460 
Expenses allocated (4,488) (3,232) 
Closing balance $ 1,730 $ 1,183 


The closing balance is included in the excess at end of year. 
The $1.73 million balance will be applied against future 
expenses allocated to this portion of levies. 


5. Inventories 


1995 1994 
{in thousands} 
Cost 

Butter $ 82,027 $45,914 
Skim milk powder 28,937 34,380 
Other dairy products 110 1,799 
111,074 82,093 

Less allowance for writedown 
Butter 10,049 292 
Skim milk powder 6,851 12,034 
Other dairy products 24 1055 
16,924 IS.8sy" 
Net book value $ 94,150 TOs ae 


In addition, in accordance with the Commission's accounting 
policies, the allowance for losses on outstanding purchase 
commitments has been established at $1.9 million (1994 — 


$2.8 million). 


6. Loans from Government of Canada 


Loans from the Government of Canada, to a maximum of 
$300 million, are available to finance operations. Individual 
loans are repayable within one year from the date the loan is 
made. Principal and accrued interest are repaid when funds 
are available. The interest rates during the year were in 
accordance with normal rates established for Crown 
corporations by the government and varied from 5.1644% 
to 8.4794% (1994 — 3.6420% to 6.9629%). 


Loan transactions for the year are summarized as follows: 


1995 1994 

(in thousands) 
Balance at beginning of year $ 68,099 $ 58,419 
Borrowings 274,033 226,197 
Payments (272,798) (216,517) 
Balance at end of year $ 69,334 $ 68,099 
Accrued interest atend of year $ 536 $ 498 


7. Excess (Deficiency) of 
Funding by Producer Levies 


Any excess or deficiency in the funding by producer levies of 
the net cost of operations may be carried forward and applied 
against future operations or recovered from or refunded to 
producers as determined by the CMSMC. 

The CMSMC, at its meeting of September 27 and 28, 
1995, decided that $29.9 million of the excess of funding by 
producer levies at end of year will be refunded to provincial 
marketing boards and agencies in proportion to their shares 


of levy revenues. 


8. Representatives’ Fees 


The Commission has used the services of representatives for 

the sale of dairy products on the export market. Total fees for 
the year were $3.2 million (1994 — $2.3 million) and are 
included in cost of goods sold. 


9. Purchase Commitments 


As at July 31, 1995, the Commission was committed to 
purchase butter and skim milk powder produced prior to that 
date at Canadian support prices and other dairy products 
produced prior to that date at negotiated contract prices. 
These commitments amounted to approximately $9.7 million 


(1994 — $7.4 million). 


10. Related Party Transactions 


Government departments provided the Commission with 
certain administrative services without charge. The cost of these 
services is not recorded in the Commission's accounts. 


11. Financial Statement Presentation 


A statement of changes in financial position has not been 
included because, in the opinion of management, it would 
not provide any meaningful additional information. 
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TABLEAU DES OPERATIONS PAR TYPE DE PRODUIT pour I'exercice terminé le 31 juillet 1995 


(en milliers) (en milliers) 
Poudre de Lait Autres Poudre de Lait Autres 
Beurre laitécremé evapore produits* Total Beurre laitécremé evapore produits* Total 

Ventes 4 |’exportation 2 685 $ 106 881 $ 15195 $ 13844$ 138 605 $ 3 745 $ 62 167 $ Foes 26 095 $ 99 339 $ 
Codt des ventes 5 434 146 707 18 873 24 775 195 789 10 107 90 258 9 181 39 556 149 102 
Perte sur les ventes 4 l’exportation 2749 39 826 3 678 10 931 57 184 6 362 28 091 1 849 13 46] 49 763 
Ventes a |'intérieur du pays 68 845 7 388 i aaa 76 233 67 862 4 682 14 089** = 86 633 
Cott des ventes 68 888 PBN 2 = = 76 100 65 638 4 502 (AZS2 aa 84 372 
(Marge) perte sur les 

ventes a |'intérieur du pays A3 (176) — = (133) 2224) (180) 143 = (2 261) 
Total de la perte sur les ventes 2792 $ 39 650 $ 3 678 $ 10931 $ 57 051 4138 $ DEO | Ss 1992 $ 13 461 $ 47 502 
Aide et frais 
Aide 4 |'égard des produits laitiers 

— 4 |'exportation 4157 $ 953 $ 64 $ 33912 $ 39 086 3017 $ 510 $ SN 25797 $ 29 376 

— a l'intérieur du pays 11 833 9Al5 553 9 047 30 848 HOSS 6 588 S 10 129 27 757 
Moins-value des stocks 10 049 6 851 23 | 16 924 292 12 034 see (BOS 5 13 381 
Frais de promotion aye) 193 = — 246 58 266 == = 324 
Frais de possession cheapo iea2 17] D2 4 699 1 898 1 261 S00 8] 3 793 
Provision pour (recouvrement de) 

créances douteuses ae — — (234) (234) == = = 505 505 

29 226 $ 18 754 $ 811 $ 42778 $ 91 569 16 300 $ 20 659 $ 610 $ 37 567 $ 75 136 

Provision pour pertes sur les 

engagements d’achats en cours 1 856 2 823 
Remise des retenues 

hors quota (note 3) 5 883 
Frais d’administration 5 246 5 171 
Total de l'aide et des frais 104 554 83 130 
Total du codt de fonctionnement 161 605 $ 130 632 $ 


a 2 OS TE I IE EI EE DE-DE IESE ATI IAEA LEED IDLE LE DDT IIL EEE TE DELL LE LEE LLL LIE LL LLL, 


*Comprennent la poudre de lait entier et le fromage 
**Programme de rachat — Plan B 
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Few Crown Corporations are as 
closely involved in the day to day 
business of their respective industries as 
is the Canadian Dairy Commission. 
The Commission serves as a key 
industry facilitator and administrator 
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programs, and strives to help prod: 


processors, exporters and consumers 


benefit from a strong and market 
responsive business. 

As detailed in this year’s Annual 
Report, 1995-96 was marked by the 
implementation of several new dairy 
stakeholder initiatives which had 
been facilitated and assisted by the 
Commission. The changes involved 
were needed to reshape the national 
milk marketing system and keep 
pace with the new global business 


environment. 
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The Honourable Ralph Goodale 
Minister of Agriculture and Agri-Food 
Ottawa, Ontario 


Dear Mr. Minister: 


It is a pleasure to provide you with the 
30th Annual Report of the Canadian Dairy 
Commission for the dairy year which 
ended July 31, 1996. 

This year’s report details the 
Commission’s contributions to the major 
transformation of Canada’s milk marketing 
system which took form and began func- 
tioning with strength and success over the 
past twelve months. Highlights are also 
provided on the Commission’s ongoing 
efforts to assist the dairy sector complete 
this process in the year ahead. 

The dairy industry has taken many 
important steps in designing its response to 
Canada’s trade commitments under the 
World Trade Organization (WTO) 
Agreement on Agriculture. Assisted by the 
Commission, this sector worked long and 
hard over the past year to develop a new 
approach to retain equity and competitive- 
ness here at home, while meeting the 
demands of an increasingly global market- 
place. 

August 1, 1995, marked the initiation 
of several elements of this approach. The 
special milk class pricing and pooling 
system has provided Canadian further 
processors who use dairy ingredients with 
the ability to continue to compete in 
domestic and export markets. Through 
the carefully-tracked pricing formula and 
permit system administered by the 
Commission, almost 600 Canadian further 
processing companies purchased dairy 
products equivalent to about 4 million 
hectolitres of milk to produce bakery, con- 
fectionery, pastry and other finished food 
products in 1995-96. This represents a 
significant increase in dairy use by this 
sector over the previous year and growth 
in the use of dairy products by the further 
processing sector is expected to continue 
in 1996-97. 

A new element of the Commission’s 
Surplus Removal Program was imple- 
mented on August 1, 1995, to respond to 
industry concerns that products are not 
manufactured for unplanned exports when 


TO THE 


domestic and planned export needs exist. A 
new Optional Export Program was also 
introduced to allow processors, exporters 
and producers to take advantage of new 
sales opportunities abroad without 
adversely affecting existing markets or 
domestic supply. 

By the end of the 1995-96 dairy year, 
the Commission had imported butter from 
New Zealand and Europe to complete 
Canada’s 1,964 tonne WTO import oblig- 
ation. This imported butter was purchased 
at advantageous prices and met Canada 
first grade standards. It is being introduced 
into the Canadian dairy marketing system 
through the further processing sector 
with minimal effects on Canadian dairy 
stakeholders. 

The Commission also cooperated with 
your staff at Agriculture and Agri-Food 
Canada to make sure our position vis-a-vis 
the United States’ North American Free 
Trade Agreement (NAFTA) challenge was 
strong, and that the necessary groundwork 
was laid for the development of a practical 
new long term dairy policy for Canada in 
the coming months. 

All of these new initiatives were imple- 
mented against a backdrop of a stable dairy 
sector in terms of production and demand 
across Canada. At the end of 1995—96, the 
Commission advised industry of a 4.1 per- 
cent increase in production over the previ- 
ous year, thus exceeding the national quota 
established for industrial milk by 2.9 mil- 
lion hectolitres. While butter consumption 
decreased in 1995-96, the demand for 


cheese products remained stable. 
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Our report details the progress made to 
date by the Commission and industry on 
the development of an all milk pooling 
system through arrangements in six Eastern 
and four Western provinces; and the status 
of the three federal/provincial agreements 
which are expected to be put in place to for- 
mally sanction this cooperation. We have 
also provided updated information on the 
status of the Commission’s legal action to 
uphold current federal legislation respecting 
unlicensed milk production in British 
Columbia and Alberta. 

During the 1995-96 dairy year, the 
Commission enhanced its communications 
efforts to provide timely information on 
major program and policy developments to 
dairy stakeholders and all those whose busi- 
ness and political decisions impact upon the 
dairy industry. Coupled with the launch of 
its Internet website in April 1996, the 
Commission introduced a new semi-annual 
publication, The Dairy Bulletin, in July 
199G; 

I know you are clearly aware of the 
proactive, positive and often difficult initia- 
tives undertaken on several fronts by 
Canadian dairy stakeholders in all sectors, 
in all provinces over the 1995-96 period. 
The Commission appreciates your contin- 
ued support and encouragement for its 
efforts to assist the dairy industry to com- 
plete the new approach it so successfully 
launched last year. 


Yours sincerely, 


Tx Ga) 


Gilles Prégent, Chairman 
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Louis Balcaen, Vice-Chairman 


Johnstone, Commissioner 


1995-96 DEVELOPMENTS IN DAIRY POLICY 


The 1995-96 dairy year in Canada was 
characterized by extensive negotiations 
and consensus-building. Continuing to 


move forward with industry stakeholders _ 


and governments as a key facilitator, the 
Canadian Dairy Commission maintained 
its central role in the design and 
implementation of a new national milk 
marketing system, as well as helping in 
the development of a new longterm 
dairy policy which remains underway. _ 

From the outset of the 1995-96 
dairy year, industry stakeholders contin- 
ued to demonstrate their ability to adapt 
to an increasingly global business envi- 
ronment. The new national special milk 
class pricing and pooling system was 
developed the previous year through a 
federal/provincial agreement known 
informally as the “P9”, since it involves 
the nine provinces that are signatories to 
the National Milk Marketing Plan. 

The new system, implemented on. 
August 1, 1995, following extensive 
negotiations among the nine participating 
provinces resulted in the harmonization 
of many provincial regulations and prac- 
tices. The formal agreement on special 
class pooling is expected to be signed in in 
the 1996-97 dairy year. 

Under the special class system, 
industrial milk is classified and made 
available for the production of dairy 
products and products containing dairy 
ingredients according to their end use. 
Prices for special milk classes are set at 
levels which allow processors, exporters 
and further processors to remain compet- 
itive on international and domestic mar- 
kets. The pricing formula for these classes 
was developed, implemented and fine-_ 
tuned over the past twelve months 
through the work of the Secretariat to the 
Canadian Milk Supply Management 
Committee (CMSMC). Meetings con- 
tinue to be held with the Commission 
and stakeholders to address further pric- 
ing and administrative concerns which | 
arise in the system’s early years. : 

In addition, with the support and 
assistance of the Commission, six 
provinces continued to refine an all milk 


o 


- arrangements. 


unplanned exports when unfulfilled © 
domestic and planned export opportuni- 
“ties exist. To guide its surplus removal 
activities and provide for industry input, 
an advisory group chaired by the 
Commission and composed of regional 
_ representatives of producers, processors _ 
nd members of their national Poe Zi 
tions was put in place. . 
An Optional Export Program was 
also introduced on August 1, 1995, 
to allow processors, exporters and “ 
producers who supply them to take _ 
dyantage of new ‘export market opportu- - 
nities. It allows for additional quantities 
of milk to be purchased at one compet- 
itive prices. 


During 1995-96, te aed States 


initiated a formal challenge under the 
provinces of British Columbia, Alberta, © NAFTA against Canada’s tariffication — 
Saskatchewan and Manitoba with their _ of certain dairy, poultry and egg product 
work throughout 1995-96 to develop 


imports. The Commission provided 
a Western all milk pooling arrangement, input as required to strongly defend 

the “P4”. A Memorandum of — Canada’s interests. The final decision of 
Understanding on this Western pool 


~ this Panel, expected in the fall of 1996, 
was expected to be signed andimple- = may havea bearing on further any 7 
mented in the 1996-97 dairy yeat. 


sector restructuring. 

Manitoba plans to participate in both Working with Agriculture dat AS 
the Eastern and Western pe Food Canada, the Commission has also 
consulted broadly with industry stake- 

Beginning in the 1995-96 Be holders over the past twelve months on 
year, trade commitments under the possible elements for a new long term 
WTO Agreement on Agriculture require _ dairy policy. Departmental and. Commis- 
that Canada import specific amounts of sion staff prepared a consultation paper 
butter and other dairy products over the _ providing background information on 
six-year implementation period. The key dairy issues and circulated it to major — 
Minister of Foreign Affairs designated dairy stakeholders across Canada in late 
the Commission as the first receiver of 


he _ May 1996. It is expected that a report on 
the volume of butter required to meet 


this consultation will be available in the 
Canada’s 1995-96 import commitment. 


~ fall of 1996. A new long term dairy — 
The CMSMC asked the Commission to __ policy should provide a practical blue- 
request that it remain the first receiver of 


print for the future operation of a strong 

the required i imports on a permanent and successful dairy sector. 

basis. The federal Budget of March 1996 
_ The 1995-96 dings saw both _ determined that the dairy subsidy would 

the implementation of and refinements __be phased out over a five-year period, 

to various elements of the Commission’s _ beginning in August 1997. This elimina- 

Surplus Removal Program including a tion also will likely i impact on re 

processor-initiated and a Commission- : 


pooling system during the 1995-96 
dairy year. Under this ; arrangement, the 
market returns from all milk sales in 
Manitoba, Ontario, Quebec, New — 
Brunswick, Nova Scotia and Prince 
Edward Island will be pooled. This 
“P6” Agreement involves harmonization — 
of several elements including quota 
policies, prices, transportation costs and 
producer payments. It is anticipated that 
PG pooling will get underway early in 
the 1996-97 dairy year after the group 
completes its work to establish provin- 
cial prices in conformity with the agree 
ment or with phase-in periods 
acceptable to signatories. Discussions 
also continued on milk allocation — 
polar during 1995-96. 
The Commission helped the 
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policy. — 
initiated surplus removal mechanism. oS 
The program aims to ensure that _ 
products will not be manufactured for 
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The dairy industry is a key sector of the 
Canadian economy. Dairy farming gen- 
erated more than $3.9 billion in total 
farm cash receipts in 1995, while dairy 
products manufactured and shipped 
from processing plants were valued at 
over $8 billion. 

In Canada, there are two markets 
for milk — fluid and industrial. The 
fluid market (table milk and fresh 
cream) accounts for 40 percent of the 
milk produced, and the remaining 
60 percent is manufactured into dairy 
products such as butter, milk powders, 
cheese, yogurt, and ice cream. 

The federal government has dele- 
gated its powers to regulate the market- 
ing of fluid milk in interprovincial and 
export trade to the provinces. The 
Dairy Products Marketing Regulations, 
made pursuant to the Canadian Dairy 
Commission Act, provide federal jurisdic- 
tion over the marketing of industrial 
milk and dairy products in interprovin- 
cial and export trade, and the basis for 
the necessary coordination and dovetail- 
ing of federal and provincial powers. A 
federal/provincial agreement, the 
National Milk Marketing Plan, sets out 
the structure for the calculation of the 
national production target (Market 
Sharing Quota) required to meet the 
demand for domestic and export mar- 
kets. The Plan provides for provincial 
shares of that quota. 

The Canadian Dairy Commission 
is an instrumental facilitator in helping 
build the consensus which characterizes 
the overall approach to orderly market- 
ing in Canada’s dairy industry. This is 
achieved through its close cooperation 
with the provinces, and its ongoing lead- 
ership, economic research, and facilita- 
tive efforts on behalf of the CMSMC. 
In fulfilling its mandate, the 
Commission provides a framework for 
the federal/provincial participation that 
is crucial given the shared jurisdiction in 


the industry. 


NATIONAL 


National Milk 
Supply Management 


Canada adopted a system of orderly 
marketing for industrial milk in the 
early 1970's. This system was established 
to address the unstable markets, uncer- 
tain supplies and highly variable pro- 
ducer and processor revenues which had 
been common in the 1950’s and 1960's. 
Supply management is the cornerstone 
of Canada’s national dairy policy. 

The purpose of supply management 
is to balance the supply of industrial 
milk with the demand for dairy prod- 
ucts. The domestic market is primarily 
supplied by Canadian milk production, 
with small volumes of cheese, butter and 
other dairy product imports. 

The CMSMC oversees the applica- 
tion of the National Milk Marketing 
Plan. Chaired by the Canadian Dairy 
Commission, the CMSMC has repre- 
sentation from the producers and gov- 
ernments of all provinces except 
Newfoundland. While Newfoundland is 
not a signatory to the Plan because it 
does not produce significant volumes of 
industrial milk, it is accorded observer 
status. Representatives of national 
consumer, processor and producer orga- 
nizations also participate as non-voting 
members of the CMSMC. 

Each year, based on production and 
demand forecasts developed by the 
Commission, the CMSMC sets a 
national industrial milk production 
target or Market Sharing Quota (MSQ). 
This target is constantly monitored and 
adjusted when necessary to reflect 
changes in demand, as measured in 
terms of butterfat. The Plan establishes 
each province's share of the MSQ and 
provides for the sharing of any quota 
increase or decrease. Each province 
allocates its respective share of the quota 
to its producers according to its own 
policies. 


DAIRY 


POLICY 


Milk production surpluses are 
managed through stock adjustments and 
export programs. Surpluses can result 
from milk production in the small 
margin (called the sleeve) which is 
included in the national MSQ as a 
buffer to minimize the possibility of 
shortages on the domestic market. As a 
result of meeting requirements for but- 
terfat, Canada’s dairy industry is also 
faced with a structural surplus of solids 
non-fat resulting from over-production 
or a drop in demand. This structural 
surplus is exported through planned 
marketing programs. 

On August 1, 1995, dairy stake- 
holders implemented a special milk class 
pricing and pooling of market returns 
system which allowed dairy processors 
and further processors to remain com- 
petitive on domestic and global markets. 
Producers also continued to equitably 
share the costs involved in servicing 
these important markets. 

Beginning in the 1996-97 dairy 
year, all marketing costs and a portion 
of the Commission’s administrative 
expenses will be funded through the spe- 


cial class pooling arrangement. 


Import Controls 
on Dairy Products 


In the past, in order to operate its 
national milk supply management 
system, Canada implemented a range of 
measures which controlled imports of 
dairy products. Without these measures, 
the stability provided by the national 
dairy policy would have been under- 
mined since imports are often heavily 
subsidized by the countries that export 
them. 

However, under the new trade rules 
contained in the WTO Agreement on 
Agriculture, Canada and the other sig- 
natories agreed to replace former quanti- 
tative import restrictions with tariffs 
and tariff rate quotas which provide an 
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equivalent level of protection to the 
Canadian dairy industry. Tariff rate 
quotas have been established for a range 
of dairy products and blends. While a 
certain degree of additional import 
access to the Canadian market was 
granted (during the 1995—96 dairy year, 
for example, Canada imported 

1,964 tonnes of butter), Canadian dairy 
stakeholders remain confident that with 
certain adjustments, the supply manage- 
ment system will continue for some 
time to provide a stable and consistent 
framework for producing and marketing 
dairy products in Canada. Nevertheless, 
the industry will need to prepare itself 
for the increasingly global marketplace 


of the future. 


Price Setting 


The Canadian Dairy Commission estab- 
lishes the target price for industrial milk, 
the assumed processor margin and the 
support prices for butter and skim milk 
powder at the beginning of each dairy 
year on August 1. These levels are 
reviewed each February. 

The target price is the level of 
return determined to be adequate for 


efficient milk producers to cover their 
cash costs and to receive a fair return on 
their labour and investment related to 
the production of milk sold for indus- 
trial purposes. 

The federal government supports 
the target price for industrial milk in the 
marketplace through two programs 
administered by the Commission. 

First, the Government of Canada 
provides funding for subsidy payments 
which moderate the price of industrial 
milk products to the consumer by 
reducing the price required by producers 
from the marketplace. As a result of 
federal budgetary restraint, the subsidy 
will be reduced by 15 percent in August 
1996 and will gradually be phased out 
over the next five years. 

Secondly, the Commission also sets 
support prices for butter and skim milk 
powder. Together, these provide a 
mechanism whereby producers can 
achieve the target price for their milk. 

Support prices are set at levels 
designed to provide manufacturers of 


dairy products with an assumed margin 
to cover costs and a return on their 
investment. The assumed processor 
margin is included in the calculation of 
support prices and component prices in 
the special milk class purchases which 
underpin the target price. 

Target and support prices are used 
as guidelines by the provincial agencies 
in setting or negotiating their respective 
milk prices. The Offer to Purchase 
Program and the Surplus Removal 
Program allow the Commission to hold 
butter and skim milk powder stocks, 
thus ensuring a supply during times of 
the year when imbalances occur between 
milk production and dairy product 
demand. 

Establishing the level of these prices 
involves a judgemental decision by the 
Commissioners of the Canadian Dairy 
Commission. They weigh the advice 
received from industry stakeholders, 
calculations from cost of production for- 
mulae, market conditions, the changing 
dairy environment and the general 
economy. 


“Canada 
adopted a 
system of orderly 
marketing for 
industrial milk 


in the early 


UQDS ceo." 


THE 1995 


Milk Supply 
Management 


The Commission monitors trends in 
Estimated Canadian Requirements and 
milk production on a monthly basis. 
Industrial milk and cream production 
for 1995-96 totalled 46.8 million hec- 
tolitres. This represented an increase of 
1.9 million hectolitres or 4.1 percent 
above the 1994—95 total. Production 
exceeded the MSQ established for 
1995-96 by 2.9 million hectolitres. 

Butterfat demand in the 1995—96 
dairy year remained relatively stable 
compared with the previous year. 

Consumer demand for cheese 
products increased steadily during the 
1995-96 dairy year. However, the 
demand for butter was down moderately 
and, as in the previous year, tended to 
neutralize the positive impact generated 
by the increased demand for cheese and 
other dairy products. 

Following a further updated 
review of production and demand data 
during its September 1996 meeting, 
the CMSMC approved maintaining 
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6 DAIRY YEAR IN REVIEW 


Industrial Milk Production and Requirements _ 
(million hectolitres) 


Bea! 


‘Actual domestic requirements as determined at year-end plus a sleeve and the additional MSQ approved by the CMSMC. 


the same level of MSQ for the 1996-97 
dairy year. 


Activities of the 

Canadian Milk Supply 
Management Committee 
The CMSMC serves as the key national 
body for policy development and discus- 
sions respecting the dairy production 
and processing sectors. The CMSMC is 
made up of the signatories of the fed- 


eral/provincial agreement, the National 
Milk Marketing Plan, which it oversees. 

The CMSMC continued to meet 
on a bi-monthly basis in 1995-96 to 
review and respond to the major 
economic and marketing factors affect- 
ing the dairy sector. These included 
industry data and more general informa- 
tion on trends in domestic consumption 
and production. These data are provided 
by the Commission and form the basis 
for the establishment of the national 


Provincial Shares of National Market Sharing Quota (MSQ) (in millions) 


Production of Industrial Milk and Cream (thousand kilograms of butterfat) 


Prince Edward Island 
Nova Scotia 
New Brunswick 


Quebec 


Ontario 
Manitoba 
Saskatchewan 
Alberta 

British Columbia 


Market Sharing Quota; forecasts of the 
Commission’s skim milk powder and 
butter purchases and stocks; and export 
market conditions. The CMSMC also 
reviews and monitors the Commission’s 
marketing operations and promotional 
activities; the administration of federal 
subsidy payments; the pooling system 
established for market returns from spe- 
cial milk class sales; and provincial quota 
allocations and utilization. 

Over the past dairy year, the 
CMSMC oversaw and helped fine tune 
the new special milk class pricing and 
pooling system, which was implemented 
on August 1, 1995. In January 1996, 
the CMSMC reviewed the results of a 
preliminary independent evaluation 
undertaken on this new system 
and accepted recommendations for 
improvements. 


3,069 
£522 
2,219 
80,349 
52,154 
5,909 
3,956 
10,397 
7,990 


The CMSMC was kept informed 
of the development of the Eastern (P6) 
and Western (P4) all milk pooling 
arrangements. Both pooling systems are 
expected to be implemented in the 
1996-97 dairy year. 

The CMSMC also reviewed reports 
provided with respect to industrial milk 
production by certain unlicensed pro- 
ducers in British Columbia and Alberta. 
Members were regularly kept informed 
on the ongoing legal action being under- 
taken against these producers by the 
Commission and the British Columbia 
and Alberta marketing agencies in 
accordance with federal and provincial 
legislation. 

The CMSMC will continue to 
carefully monitor all of the elements of 
the new Canadian milk marketing 
approach on a regular basis during the 


1996-97 dairy year. 


Levies in 1995-96 


Under the National Milk Marketing 
Plan, milk producers assumed responsi- 
bility for the costs associated with the 
export of dairy products not required for 
domestic consumption. Levies for this 
purpose were collected by provincial 
marketing boards and agencies through 
deductions from payments to milk pro- 
ducers. These levies were subsequently 
remitted to the Commission on a 
monthly basis in accordance with rates 
and conditions established by the 
CMSMC. Levies were also used to 
finance special programs approved by 
the CMSMC to increase domestic use 
of dairy products. 

As of August 1, 1995, with the 
introduction of the special milk class 
pricing and pooling system, the use of 
in-quota levies to assist certain exports 


Levies Remitted by the Provinces on Total Fluid and Industrial Milk (in thousands) 


Prince Edward Island $ 
Nova Scotia 

New Brunswick 

Quebec 


Ontario 
Manitoba 
Saskatchewan 
Alberta 

British Columbia 


"Beginning in 1993-94, one levy is collected on all milk. 


and domestic activities of the 
Commission was restricted to a budget 
of $62.8 million. The remainder of the 
export activities was managed through 
the special milk class pooling system. 
Levies included a charge of 
$0.12 per hectolitre of industrial milk 
production to cover costs associated 
with maintaining the Commission’s 
butter inventories at levels sufficient to 
assure domestic supply, and a portion of 
the Commission’s administrative 
expenses. 


Special Milk 
Class Pooling 


1995-96 was a transition year. All over- 
quota production was sold through the 
special milk class pooling system. Once 
data was available at year end, internal 
adjustments to the pool revenues were 
calculated for provinces on their over- 
quota production. These calculations 
were based on a rate reflecting the value 


1,908 
3,748 
2,187 
48,783 
50,692 
6,057 
3,199 
11oo8 
13,398 


$ 2,446 
4,484 
3,609 

63,226 
74,046 
7,925 
5,050 
14,350 
17,238 


$ 824 
1,447 
1,082 

24,195 
21,212 
2,376 
1,728 
4,982 
5,037 


of surplus production on the world 
market. Transfers were then effected to 
reallocate the pooling revenues among 
the provinces. 

The system of revenue pooling was 
implemented to maintain producer 
equity for milk sold for uses designated 
under the special milk classes. 

This pooling system ensures that 
revenues are shared across all provinces 
for the proportion of milk component 
sales in special milk classes. Each 
province benefits from the special class 
system through the pooling of sales rev- 
enue from these classes, as well as from 
revenue gained from other domestic 
milk marketings in those provinces with 
a lower proportion of special milk 
classes. 

Commission administrative costs 
for pooling and for the special class pro- 
gram are paid from pool returns. 

As of August 1, 1996, over-quota 
production by province will be deter- 
mined monthly before the special class 
pool is calculated, according to a for- 
mula developed by the CMSMC. 


Provinces will be paid a price which is 


based on surplus removal sales in the 
world market for any over-quota pro- 
duction. The returns from such over- 
quota production will not be included 


in the special class pool. 


Import Controls 
on Dairy Products 


Under the WTO Agreement on 
Agriculture, the quantitative import 
restrictions were replaced by tariff rate 
quotas which provided an equivalent 
level of protection to the Canadian dairy 
industry. Tariff rate quotas have been 
established for a wide range of dairy 
products and blends. Low tariffs are 
applied on specific import volumes and 
high tariffs applied on additional 
imports. These high tariffs will decline 
by 15 percent of their original value 
until 2001. A permit system regulating 
the tariff rate quotas is administered by 
Foreign Affairs and International Trade 
Canada, in cooperation with Revenue 


Canada. 


The 1995-96 dairy year marked the 
beginning of the six-year period during 
which Canada agreed to import butter 
as part of its international trade commit- 
ments under the WTO Agreement. 
Canada established a tariff rate quota 
for imports of butter of 1,964 tonnes 
in the 1995-96 dairy year, and this 
amount was factored into the Canadian 
industrial milk production and demand 
situation. Such butter imports will have 
to be increased to 3,274 tonnes by 
2001, the end of the six-year period that 
the WTO Agreement is in effect. 

In April 1996, the Commission 
issued international tenders for 
740 tonnes of butter and by the end 
of the dairy year, the Commission com- 
pleted Canada’s butter import commit- 
ment from New Zealand and European 
sources. To minimize adverse effects on 
the domestic market, this butter will be 
sold through butter manufacturers to 
the further processing industry under 
special milk class permits. 


Target and 
Support Prices 


Since July 1990, the Commission has 
set the target price for industrial milk, 
the assumed processor margin, and the 
support prices for butter and skim milk 
powder. 

Establishing the level of these prices 
involves a judgemental decision by the 
Commissioners of the Canadian Dairy 
Commission who weigh the advice 
received from industry stakeholders, 
calculations from cost of production 
formulae, market conditions, the chang- 
ing dairy environment and the general 
economy. 

As in the past, prior to the August 
1995 and the February 1996 pricing 


decisions, the Commission sought input 


Commission’s administrative expenses. 
With the addition of this charge, the 
target price totalled $53.35 per hec- 
tolitre for 1995-96. There was no price 
change at the February 1, 1996 review 
point. 

On August 1, 1995, the support 
price for skim milk powder increased 
from $3.708 to $3.931 per kilogram, 
while the support price for butter 
remained constant at $5.324 per kilo- 
gram. Consistent with market trends, 
the entire increase was placed on the 
support price for skim milk powder. 


from dairy stakeholders by convening 
consultation meetings. 

On August 1, 1995, the target 
return to producers for industrial milk 
increased by 1.8 percent to $53.23 per 
hectolitre (containing 3.6 kilograms of 
butterfat). The assumed processor 
margin also rose by 1.8 percent to 
$7.97 per hectolitre. 

The butter carrying charges, 
$0.12 per hectolitre, are added to the 
target return to cover storage and 
financing of normal levels of butter 
inventories and a portion of the 


Target and Support Prices (per hectolitre) 


August 1 


1993 $5.324 


1994 August 1 $5.324 


‘Includes $0.08 to cover administrative costs related to the Commission’s domestic marketing activities, 
and costs associated with the normal stocks of butter held by the Commission. 


“Includes $0.12 to cover administrative costs related to the Commission's domestic marketing activities, 
and costs associated with the normal stocks of butter held by the Commission. 


Support Price Structure — August 1, 1995 


Subsidy Payments 
to Milk Producers 


Under the federal program supporting 
the target price for industrial milk, 
producers receive subsidy payments for 
milk and cream shipments produced to 
meet estimated domestic requirements. 

Since the 1993-94 dairy year, the 
monthly payments were made at a rate 
of $5.43 per hectolitre of milk contain- 
ing 3.6 kilograms of butterfat. In 
1995-96, the subsidy payment 
represented 8.7 percent of the target 
price compared to 24 percent in 1975. 

As part of federal budgetary 
restraint, the rate of the subsidy pay- 
ment was reduced by 15 percent on 
August 1, 1995, to $4.62 per standard 
hectolitre and by a further 15 percent to 
$3.80 per standard hectolitre on 
August 1, 1996. The subsidy payment 
will be gradually phased out with five 
annual rate reductions of $0.76 per hec- 
tolitre starting August 1, 1997. 

Total payments to producers in 
1995-96 reached $184.96 million for 
144.18 million kilograms of butterfat 
(40.1 million hectolitres of milk), 
produced for domestic consumption. 
In 1994-95, the payments to producers 
were $221.82 million (40.9 million 
hectolitres). 


Commercial 
Operations 


Offer to Purchase Program 
The Offer to Purchase Program allows 


the Canadian Dairy Commission to 
hold butter and skim milk powder 
stocks and related products, which can 
later be made available to supply the 
domestic market during periods of the 
year when demand exceeds production, 
or exported if not required. 


Butter — The CMSMC decided that 
up to 10 million kilograms of butter 
should be held in the Commission’s 
Plan A and Plan B butter stocks to 
assure domestic supplies for the 
1995-96 dairy year. 

Plan A butter stocks, at 2 million 
kilograms, are held as a buffer against 
seasonal deficiencies in the domestic 
market. 

Plan B is used by firms to balance 
the seasonality of their production and 
sales over the calendar year. It is essen- 
tially a storage program. Butter manu- 
facturers can sell butter in blocks or in 
print form to the Commission, but they 
must repurchase this butter within one 
calendar year from the date of its manu- 
facture. There is no limit on the amount 
of butter which may be purchased and 
sold by the Commission under this 


Subsidy Payments and Number of Dairy Farms 


Prince Edward Island 
Nova Scotia 

New Brunswick 
Quebec 

Ontario 

Manitoba 
Saskatchewan 
Alberta 

British Columbia 


CANADA 


$ 4,465 
2,836 
2,776 

106,106 
68,517 
8,443 
5,509 
14,456 
9,799 


$ 4,359 
2,919 
2A71 7. 

105,277 
68,306 
8,321 
5,520 
14,430 
9,912 


$ 3,642 
2,400 
2,263 

88,309 
56,137 
6,807 
4,614 
12,058 
8,728 


Plan, and the level of Plan B stocks, 
set at 8 million kilograms, serves as an 
indicator of the need to adjust milk 
quota levels or to export surpluses. 


Surplus Removal Program — Plan C, 
a new surplus removal mechanism, was 
first implemented on August 1, 1995. 
As originally designed, processors could 
sell butter or milk products to the 
Commission only if other processors 
elsewhere in the country had adequate 
access to raw milk supplies. As Plan C 
became operational, however, it became 
apparent that the original approach 
would not be workable. 

Later that year, led by the Com- 
mission, the industry refined Plan C 
into a new Surplus Removal Program 
consisting of two operational elements: 
processor-initiated and Commission- 
initiated surplus removal. This new 
approach was designed to ensure that 
products are not manufactured for 
unplanned exports when unfulfilled 
domestic and planned export opportu- 
nities exist, and that the manufacture of 
products for planned exports is timed to 
avoid periods when milk supply has 
been historically low. The Commission 
consults with the province of origin 
before any purchases are made to ensure 
needs are being met domestically. 

To guide its surplus removal activi- 
ties and allow for industry input into the 


449 
478 
395 
11,409 
8,195 
948 
693 
1,188 
860 


new program, the Commission chairs an 
advisory group composed of regional 
representatives of producers, processors 
and members of their national organiza- 
tions. The advisory group is responsible 
for recommending the opening or clos- 
ing of the Commission-initiated surplus 
removal mechanism. The amount of 
milk production over that needed to 
meet Canadian product requirements, 
and which is necessary to activate or de- 
activate the Commission-initiated 
surplus removal, is evaluated based on 
established guidelines. 


Concentrated Milk Assistance 
Program — This program encourages 
manufacturers of evaporated milk and 
sweetened condensed milk to produce 
these products during periods of the 
year when milk supply exceeds domestic 
requirements. The products are brought 
out of storage during seasonal reductions 
in milk production. The program offers 
a pre-determined level of financial assis- 
tance to manufacturers to offset carrying 
charges incurred because of the addi- 
tional product storage time. 


Plan B Program for Skim Milk 
Powder — This program was imple- 
mented to encourage the production of 
various specialty types of skim milk 
powder when milk supplies are plentiful, 
thereby minimizing the demand for 
fresh skim milk solids during the fall 
period when milk production is tradi- 
tionally low. 


Butter Transportation Assistance — 
The purpose of transportation assistance 
is to stabilize the price of butter and 
ensure its availability across Canada. 
The Commission provides assistance for 
the transportation of butter from regions 
with surplus butter to regions that 
require this product, as determined by 
the Commission. 


In recent years, butter production 
has shifted in such a way that very little 
assistance is required to accommodate 
regional deficiencies. 


Butter and Skim Milk Powder 
Inventories — The Commission began 
the 1995-96 dairy year with 15.49 mil- 
lion kilograms of butter and 7.80 mil- 
lion kilograms of skim milk powder in 
inventory. During the year, the 
Commission purchased 33.52 million 
kilograms of butter and 44.84 million 
kilograms of skim milk powder. Sales 

of 30.54 million kilograms of butter and 
41.09 million kilograms of skim milk 
powder left respective closing inventories 
of 18.47 and 11.55 million kilograms as 
of July 31, 1996. 

Carrying Charges — Carrying charges 
associated with the Commission’s Offer 
to Purchase Program for butter and 
skim milk powder totalled $5.88 million 
in 1995-96. 

The cost of storing and financing 
normal butter inventories (stocks held 
by the Commission to ensure adequate 
domestic supplies) and a portion of the 
Commssion’s administrative expenses 
are funded by consumers through the 
support price for butter, by way of a car- 
rying charge, currently set at $0.12 per 
hectolitre. This surcharge is added to the 
producer target price and, in 1995—96, 
was recovered by the Commission 
through levies. 

Producers pay the total storage, 
transportation and interest costs 
incurred by the Commission on surplus 
butter, skim milk powder and other 


programs operated under the Offer to 
Purchase Program. 


Domestic and 
International 


Marketing 


As of August 1, 1995, almost all market- 
ing activities were brought together 
under a single mechanism: the special 
milk class permit system. 

Under the special class system, 
industrial milk is classified and made 
available for use in dairy products and 
products containing dairy ingredients 
according to its end use at prices which 
allow processors, exporters and further 
processors to remain competitive on 
international and domestic markets. A 
formula, developed by industry through 
the Secretariat of the CMSMC, was set 
to establish the various special milk class 
price levels. Meetings continue to be 
held between the Commission and 
stakeholders to address pricing and 
administrative concerns which arise in 
the system’s early years. 

The volume of dairy components 
accessed under the special milk class 
system is monitored through permits 
issued by the Canadian Dairy 
Commission. Milk which is necessary 
for the production of exported dairy 
products and products containing dairy 
ingredients is accessed through new 
subclasses of Class 5. 


“The Offer 


to Purchase 
Program allows 
the Canadian 
Dairy Commis- 
ston to hold 
butter and skim 
milk powder 


stocks...” 


Special Milk Class 
Permit System 


The Commission issues two types of 
special milk class permits. The first is an 
annual permit for further processors 
using dairy products for certain specific 
uses: butter used in fresh pastry products 
and all dairy products used in Canadian 
frozen finished products that are likely 
subject to competition from imports. 

The second type of permit is issued 
to exporters on a transaction by transac- 
tion basis. The number of permits and 
the volume of milk covered by the 
special class permits depends on the 
quantity of milk produced which is not 
required for the domestic market and 
thus available for sale on foreign mar- 
kets. Unlike the annual permits for 
further processors which are granted 
for approved activities, permits for 
exporters are limited to the volume of 
milk available for this activity. 

In 1995-96, an equivalent of 
3.7 million hectolitres of milk (on a 
butterfat basis), or 8.4 percent of the 
1995-96 MSQ, was used by almost 
600 Canadian further processing com- 
panies under annual permits. About 
300 companies used their permits to 
purchase approximately 7.4 million kilo- 
grams of butter for bakery and fresh 
pastry products, representing roughly 
half of all milk used through these 
annual permits. Close to 200 companies 
used their annual permits to buy such 
products as cream and cheddar, 
mozzarella and cream cheeses to manu- 
facture a variety of finished frozen prod- 
ucts. A further 30 companies obtained 
permits which allowed them to purchase 
whole milk, butter oil and condensed 
and powdered milk for use in confec- 
tionery products. 

There was a significant increase in 
the volume of dairy ingredients used by 
the Canadian further processing sector 
in 1995-96. This trend is expected to 
continue in the 1996-97 dairy year. 


Export Activities 


Dairy products that are not required to 
meet regular domestic market needs and 
which are not subject to a special milk 
class permit, are offered to the 
Commission by processors. The 
Commission sells these products abroad 
either on a government-to-government 
basis or through Canadian exporters. 
Butter and milk powders are the main 
Canadian exports to developing nations 
and products such as aged cheddar and 
evaporated milk are sent to certain 
traditional markets. 


Skim Milk Powder — In 1995-96, 
total exports reached 39.3 million kilo- 
grams, which is comparable to the 
1994-95 export level. The Commission 
negotiated sales contracts at highly 
favourable prices in October 1995, but 
prices have gradually decreased since 
that time. 

Mexico and Algeria accounted for 
two-thirds of Canadian exports of skim 
milk powder in 1995-96. Other mar- 
kets included Cuba, Japan and countries 
in Asia, the Caribbean and Latin 
America. 


Butter — A large surplus in overall 
milk production during 1995-96 led to 
significant exports of butter totalling 
approximately 15.9 million kilograms. 
At the beginning of the dairy year, 
butter prices were increasing as major 
butter suppliers (New Zealand, 
Australia, Europe and the United States) 
had very little product to sell. The 
Commission was able to benefit from 
these conditions by selling at prices 
which remained exceptionally high 
during the first half of the dairy year. 
However, butter prices dropped at the 
beginning of 1996 as production 
resumed in the Southern Hemisphere. 
Approximately 10 million kilo- 
grams of butter were directed to Egypt, 
Russia, Morocco and the European pro- 


cessing industry. The Middle East and 


South America were other major desti- 
nations for Canadian butter. 


Evaporated Milk — Sales to Libya, 
our only market for evaporated milk 
in 1995-96, increased significantly 
compared to previous years. This situa- 
tion is likely temporary as European 
exporters will probably regain part of 
this market. 


Whole Milk Powder — Although milk 
supply was exceptionally high last fall, 
marketing problems delayed the export 
of large volumes of whole milk powder 
until March 1996. 

A total of 4.9 million kilograms of 
whole milk powder was shipped in 
1995-96, close to three-quarters of 
which went to the Algerian market in 
the form of instant whole milk with 
other sales to Latin America and 
Europe. 


Market Development 
Initiatives 


The Commission uses its unique 
position in the industry to identify and 
promote opportunities to market more 
milk. Funded by producers, the 
Commission’s marketing activities 
require endorsement by the CMSMC. 
1995-96 programs included the Animal 
Feed Assistance Program, the Domestic 
Dairy Product Innovation Program, the 
Optional Export Program and the Milk 
Bread Program (a rebate on skim milk 
powder used in breads meeting certain 
milk ingredient specifications). 


Animal Feed Assistance Program — 
This program provides financial assis- 
tance to animal feed manufacturers for 
the purchase of skim milk solids as a 
feed or feed ingredient. The product 
used for animal feed is surplus to 
Canadian requirements. The program is 
an effective outlet for older stocks of 
skim milk powder, which would other- 
wise be difficult to sell on the export 
market. 


The rate of assistance established 
on August 1, 1995, was $1.881 per 
kilogram and remained constant for the 
entire dairy year. The Commission 
provided assistance on 4.20 million kilo- 
grams of skim milk solids used in 
animal feed products under this 
program. 

At its July 1996 meeting, the 
CMSMC approved the continuation of 
this program with the rate of assistance 
adjusted to bring returns on sales of this 
product in line with world market 
returns within two years. Returns on 
export sales of skim milk powder have, 
for some time, been significantly higher 
than returns from sales for animal feed. 


Domestic Dairy Product Innovation 
Program — First implemented in 1989 
for a five-year period, this program was 
renewed in March 1995 by the 
CMSMC for a further five years, until 
the end of the 1999-2000 dairy year. 
The program is intended to add flexibil- 
ity to the national industrial milk supply 
management system by providing an 
amount of milk additional to provincial 
milk quotas for the introduction of new 
and innovative products on the domes- 
tic market. 

During the 1995-96 dairy year, 
Canadian firms in Nova Scotia, 
New Brunswick, Quebec, Ontario and 
British Columbia used approximately 
263,000 hectolitres of milk to produce 
new products for the Canadian market- 
place under this program. Since the 
program started in 1989, a total of 
almost 800,000 hectolitres of milk was 
used to produce 29 new products. 


Background material and applica- 
tion forms were updated and improved 
over the past dairy year and communi- 
cations efforts enhanced through a press 
announcement in June 1996 on pro- 
gram goals and application procedures. 
Further information was also provided 
through the Commission’s Internet 
website launched in April 1996, as well 
as in the widely-circulated Dairy 
Bulletin, a new Commission newsletter 


first published in July 1996. 


Optional Export Program — 
Introduced in August 1995, this pro- 
gram is intended to allow processors and 
exporters, and the producers who supply 
them, to take advantage of new export 
market opportunities without encroach- 
ing on existing markets or jeopardizing 
domestic market supplies. 

Under the program, a milk volume 
of up to 5 percent of total industrial and 
fluid quota holdings in a province and 
up to 10 percent of an individual 
producer’s quota holdings can be made 
available for approved export activities. 
Each province is responsible for develop- 
ing the method of price negotiation for 
milk supplied under this program, as 
well as the terms under which milk 
would be supplied for such projects. 
Once proposals have received the 
support of their respective provincial 
authorities, they are reviewed for final 
approval by a national Supervisory 
Committee made up of one representa- 
tive each of the Canadian Dairy 
Commission, Dairy Farmers of Canada 
and the National Dairy Council of 
Canada, the national producer and 
processor organizations. 


Quebec producers voted in April 
1996 not to implement the Optional 
Export Program in their province at this 
time since they believe that new export 
markets can be accommodated within 
the current system. While the other 
provinces have agreed to participate, 
only two Alberta applications have been 
submitted to date. 


“About 300 


companies used 
their permits 

to purchase 
approximately 
7.4 million 
kilograms of 


butter...” 
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THE CANADIAN DAIRY COMMISSION 


Structure 


The Commission is comprised of 
three members appointed by Governor 
in Council: a Chairman and Chief 
Executive Officer (Gilles Prégent), a 
Vice-Chairman (Louis Balcaen) and a 
Commissioner (Alvin Johnstone). 
The positions of Vice-Chairman and 
Commissioner are part-time appoint- 
ments. Commission staff currently 
totals 57, and offices are located in 
Ottawa. 


History 

In March 1965, a federal government 
dairy advisory committee recommended 
the creation of the Canadian Dairy 


Commission to resolve two critical 
problems facing the dairy sector: a lack 


Alvin Johnstone, Commissioner 


of coordination between federal and 
provincial policies; and the absence of 
an effective means to control milk 
production. 

With the proclamation of the 
Canadian Dairy Commission Act on 
October 31, 1966, the federal govern- 
ment confirmed its commitment to a 
healthy and viable dairy industry in 
Canada. 

Through the leadership of the 
Commission and the evolution of the 
National Milk Marketing Plan, the 
federal/provincial agreement which 
generally governs the supply manage- 
ment approach to the production and 
marketing of industrial milk in Canada, 
these two problems have been addressed 
and rectified by the dairy industry itself 
over the subsequent 30 years. 

The Commission’s key role is to 
facilitate the design and implementation 


Gilles Prégent, Chairman 


of major dairy policies and programs. 
From its input in the development of 
supply management in the early 1970's 
to its current leadership role, the 
Commission continues to provide a 
framework for the federal/provincial 
participation that is crucial to the 
continued viability of the industry. 

In fulfilling its role, the 
Commission works closely with the 
major stakeholder organizations includ- 
ing Dairy Farmers of Canada, the 
National Dairy Council of Canada, 
the Consumers’ Association of Canada, 
provincial milk marketing boards and 
agencies, and provincial governments. 
Also involved are organizations repre- 
senting further processors such as the 
Grocery Products Manufacturers of 
Canada, the Bakery Council of Canada, 
the Confectionery Manufacturers of 
Canada and the Food Institute of 
Canada. 


Louis Balcaen, Vice-Chairman 


Mission Statement 


The Canadian Dairy Commission serves 
as an important dairy advisory body for 
the Minister of Agriculture and Agri- 
Food, given its key role in the national 
dairy industry. Funded by both the fed- 
eral government, dairy producers and 
the marketplace, the Commission strives 
to balance and serve the interests of all 
dairy stakeholders — producers, 
processors, exporters, consumers and 
government. 


The Commission’s legislated objects 
under the Canadian Dairy Commission 
Act are: 


* to provide efficient producers of milk 
and cream with the opportunity of 
obtaining a fair return for their labour 
and investment; and 


* to provide consumers of dairy prod- 
ucts with a continuous and adequate 
supply of dairy products of high 
quality. 

The Commission’s mandate 
extends beyond these specific responsi- 
bilities. It acts in close cooperation with 
the provinces and stakeholders, provid- 
ing ongoing leadership of and support 
to the Canadian Milk Supply 
Management Committee. The 
Commission acts as the national facilita- 
tor and mediator in helping build the 
consensus which characterizes the overall 
approach to orderly marketing on which 
Canada’s modern dairy industry is 
based. Such facilitation and consensus- 
building is essential given the significant 
diversity in the infrastructures and inter- 
ests of the nine provinces which partici- 

pate in the National Milk Marketing 

e federal/provincial agreement 

trial milk production 


Authority 


Created as a Crown Corporation in 
1966 through the Canadian Dairy 
Commission Act, the Commission is 
accountable to Parliament through the 
Minister of Agriculture and Agri-Food. 
Staff from both the Commission and 
the Department work closely on various 
matters relating to the dairy sector. 

The Commission has the authority 
to purchase, store, process or dispose of 
dairy products; to make payments to 
milk and cream producers for the pur- 
pose of stabilizing the price of industrial 
milk and cream; to investigate matters 
relating to the production, processing or 
marketing of any dairy product; to help 
promote the use of dairy products; and 
to receive funds for the disposal of dairy 
products. 

Since July 1990, the federal govern- 
ment has also asked the Commission to 
set the national target price for industrial 
milk, to establish the assumed processor 
margin and, using these two elements, 
determine the support prices for butter 
and skim milk powder. The 
Commission sets these prices after 
considering advice from dairy stakehold- 
ers, calculations flowing from cost of 
production formulae, market condi- 
tions, the changing dairy environment 
and the general economy. 

Through the July 1995 amend- 
ments to the Canadian Dairy Commis- 
sion Act, the Commission was also 
mandated to work with provincial 
authorities to administer the new special 
milk class pricing and pooling system on 


behalf of the industry. 


Overview of 
Financing 
Arrangements 


The Canadian Dairy Commission’s 
marketing and administrative costs 

are funded by the Government of 
Canada, producers and the marketplace. 


Program Costs — Through the 
Commission, the federal government 
provides support to the dairy industry 
in two ways. 


1) Producers receive subsidy payments 
on deliveries of industrial milk and 
cream produced to meet domestic 
requirements. 


Subsidy payments paid by the 
Commission are financed by Agriculture 
and Agri-Food Canada under the provi- 
sions of the Farm Income Protection Act. 
The payments are made to producers 
on all eligible shipments of industrial 
milk and cream within domestic 
requirements according to rates autho- 
rized by Orders-in-Council. The subsidy 
payments moderate the price of indus- 
trial milk products to the consumer 

by reducing the returns required by 
producers from the marketplace. 


2) Support prices for butter and skim 
milk powder are set at levels designed 
to allow producers and processors to 
cover costs and obtain a fair return on 
their investment. 


The federal government provides funds 
to carry out dairy industry and cost of 
production studies, the results of which 
are taken into consideration with other 
factors when the Commission deter- 
mines the target price for industrial milk. 


Through the Minister of Finance, 
the Government of Canada makes loans 
available to the Commission at rates it 
establishes for Crown Corporations, to 
finance purchases and sales of dairy 
products on behalf of the industry. 

All borrowing costs are paid for by pro- 
ducers, except for those costs associated 
with normal stocks of butter. 

For the first time in 1995-96, with 
the approval of the Minister of Finance, 
the Commission established a line of 
credit with a member of the Canadian 
Payments Association to provide bridge 
financing and ensure efficient operation 
of the pooling of market returns system. 
As producer monies enter and leave the 
pool, the line of credit ensures that 
payments can be made promptly. All 
borrowing costs under this line of credit 
are covered by producers. 

In 1995-96, producers funded all 
marketing and market development 
costs incurred by the Commission for 
disposing of structural surpluses through 
levies remitted by provincial authorities. 
As of August 1, 1996, under the new 
special milk class pricing and pooling 
system, marketing and market develop- 
ment costs are included in the purchase 
price of dairy ingredients sold under the 
special milk class permit system. 

The marketplace pays the carrying 
costs of normal butter inventories, held 
by the Commission to service the 
domestic market, and a portion of the 
Commssion’s administrative expenses 
through an add-on to the support price 
for butter which, in 1995-96, was col- 
lected back through producer levies. 

Since August 1, 1995, administra- 
tive costs associated with export market- 
ing activities have been funded through 
a charge applied to the special class pool. 


Administrative Costs — The 
Commission’s administrative costs are 
shared by the government, producers 
and the marketplace. 

A number of federal fiscal restraints 
have resulted in a reduction of about 
6 percent to the Commission’s govern- 
ment funding for administrative 
expenses in 1995—96. 


Since the 1993-94 dairy year, the 
Commission’s administrative costs 
related to its domestic marketing activi- 
ties, estimated at $1 million per year, 
have been collected from the market- 
place through the current $0.12 per 
hectolitre add-on to the support price 
structure. 

The introduction of the special 
milk class pricing and pooling system 
has drawn heavily on the Commission’s 
resources at all levels. To date, the 
Commission has been able to manage 
within existing budgets, through inter- 
nal reorganization and reallocation of 
resources. 


Performance of 


the Commission 


Under the Canadian Dairy Commission 
Act, the Commission’s objects are to 
provide efficient producers with the 
opportunity of obtaining fair returns 
and consumers with a continuous and 
adequate supply of quality dairy prod- 
ucts. These objects are met through 
three major Commission activities: 


* facilitation of dairy industry and gov- 
ernment efforts to develop and imple- 
ment dairy policies and programs; 


* management of the orderly marketing 
approach in place for dairy; and 


* administration of the federal subsidy 
payment program. 


Government/Industry 
Facilitator 


The Commission strives to balance, 
serve and expedite the interests and 
efforts of producers and consumers, as 
well as the processors, exporters and 
provincial governments and agencies 
who also make up the dairy stakeholder 
constituency in Canada. 

The Commission continues to lead 
and provide research and policy input 


to the CMSMC, as well as several ad 


hoc working and technical groups 
established under this Committee. 

In 1995-96, the Commission played a 
central role in the intense negotiations 
and consensus building which led to 
three new draft federal/provincial 
agreements on milk pricing and the 
pooling of milk market returns across 
Canada. 

The special class (P9), Eastern (P6) 
and Western (P4) pooling arrangements 
involve major changes to Canada’s milk 
marketing system. These new arrange- 
ments were necessary to maintain the 
strength, stability and producer equity of 
Canada’s supply management system 
while meeting global competitiveness. 

The Commission was also instru- 
mental in helping implement, adminis- 
ter, evaluate and further refine the 
special milk class pricing system and 
the Optional Export Program. It also 
maintained its administration of the 
Domestic Dairy Product Innovation 
Program, the Animal Feed Assistance 
Program and the Milk Bread Program. 
The Commission monitors accountabil- 
ity for the usage of dairy products under 
these programs by performing field 
audits of participants. 

All of these programs and initiatives 
encourage greater production through 
increased milk use and the development 
of new dairy products. They benefit 
producers, processors and consumers in 
terms of encouraging greater efficiency 
given the opportunity for increased 
returns from higher production. They 
also offer greater product variety and 
availability. 

In the 1995-96 dairy year, the 
Commission acted as the first receiver of 
the butter imports required under the 
WTO Agreement. In this facilitative 
capacity, the Commission helped ensure 
the high quality of the imports and their 
introduction into the Canadian produc- 
tion and manufacturing system with 
minimal disruption. 


The Commission continued 
to advise the Minister of Agriculture 
and Agri-Food Canada on national 
dairy policy issues over the past year and 
is working with the Department to 
develop a new long term Canadian dairy 
policy. The Commission also provided 
input for the development of the 
Canadian position vis-a-vis the NAFTA 
Panel launched by the United States. 
With British Columbia and Alberta 
milk marketing authorities, the 
Commission continued to uphold 
federal marketing regulations underpin- 
ning the orderly dairy marketing system 
by continuing court action against 
unlicensed milk producers. 

During the 1995-96 dairy year, the 
Commission enhanced its communica- 
tions efforts to provide timely informa- 
tion on major program and policy 
developments to dairy stakeholders and 
all those whose business and political 
decisions impact upon the dairy indus- 
try. Coupled with the launch of its 
Internet website in April 1996, the 
Commission introduced a new semi- 
annual publication, Zhe Dairy Bulletin, 
in July 1996. 


Orderly Marketing 


The Commission manages the core fea- 
tures of the orderly marketing approach 
in place for dairy. Industry looks to the 
Commission for objective and fair price- 
setting; effective surplus removal pro- 
grams; and accurate forecasting of dairy 
production and demand — the founda- 
tion of the national Market Sharing 
Quota for industrial milk. 

Pricing — Target and support prices 
set by the Commission are used by 
provincial milk marketing boards and 
agencies to set producer milk prices. 
Given this link, the Commission price- 
setting has a direct bearing on providing 
producers with the opportunity to 
obtain fair returns and to encourage 
greater efficiency in milk production. 
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To establish what it judges to be 
fair price levels from year to year, the 
Commission assesses and reviews infor- 
mation from a number of sources. 

Use of a cost of production (COP) 
mechanism was once the only basis for 
Commission price-setting. This is no 
longer the case. 

For the past two years, the 
Commission has made its pricing deci- 
sions after carefully weighing a variety of 
market and economic conditions, as well 
as results of producer and processor 
discussions. It assesses the market and 
economic environment by reviewing 
data on a regular basis from a number of 
additional sources including the 
Consumer Price Index, Conference 
Board of Canada reports, Bank of 
Canada accounts, announcements and 
studies on interest rates, and interna- 
tional surveys. 

The current national COP mecha- 
nism relies on actual producer costs 
captured annually on approximately 
300 survey farms in four provinces 
(New Brunswick, Quebec, Ontario and 
Manitoba). It is intended to cover 
labour, investment and cash costs related 
to the production of industrial milk 
(excluding quota purchase costs). In the 
1995-96 dairy year, the Commission 
started to broaden the survey base by 
taking in farm data from all provinces. 
This project is expected to be completed 
in 1997-98. 
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The current COP mechanism also 
uses built-in efficiency factors. Efficient 
producers are defined as those having 
annual milk shipments at or above 
60 percent of the average provincial 
yearly production for the most recent 
available dairy year. Only those produc- 
ers are eligible for inclusion in the 
survey. A further efficiency factor is 
included with the elimination of 30 per- 
cent of producers with the highest COP 
per hectolitre from each provincial 
calculation. The remaining 70 percent 
are included in the sample used to calcu- 
late the national COP. 

While dairy product prices are 
influenced by the industrial milk target 
price and the support prices for butter 
and skim milk powder derived from it, 
the actual price paid to producers 
depends on a number of varying provin- 
cial factors and is set by provincial 
authorities. 

Overall, the administered pricing 
system is intended to provide the 
incentive for greater efficiency at the 
farm level while allowing producers to 
cover costs and receive a fair return on 
their labour and investment. 

Similar to the rationalization occur- 
ring in other sectors of the economy 
over the past several years, dairy farm 
numbers have decreased while average 
farm size has increased. Farm totals 
declined from just over 32,600 in 1990 


“Tn 1995-96, 


the Commission 
played a 
central role 

in the intense 
negotiations 
and consensus 


building...” 


(Rupee 


Farm Cash Receipts for Canadian Agricultural Sectors 


(in percentage — 1995) 


Dairy (14.3%) 
Poultry and Eggs (7.3%) 
Other Livestock (1.4%) 
Sheep and Lamb (0.3%) 

Hogs (8.8%) 


Calves (1.8%) 


Source: Statistics Canada 


ee ee a re 
Retail Prices of Butter and Cheese in Selected Countries 
(1st quarter of 1996 — $ Canadian per kilogram) 


25 
= bed 
20 BUTTER 
is fp ies 
CHEESE 


stain 


| | | i 


ae 


eae 


ee 


vee 


i 


Netherlands 
Australia 


Switzerland 


Sweden 


Finland 


United States 


New Zealand Canada 


Sources: Swiss Farm Union, United States Department of Labour and the Canadian Dairy Commission. 


to approximately 24,600 in 1996, and 
the herd size of individual farms contin- 
ued to increase over this period, with the 
number of cows per farm up by about 
20 percent since 1990. 

This trend can no doubt at least 
partially be attributed to a drive for 
greater efficiency among dairy produc- 
ers, encouraged by Commission initia- 
tives which spur production and provide 
fair pricing and returns. 

Processing sector rationalization has 
also occurred as companies strive for 
greater efficiencies and economies of 


scale. Since 1990, the number of fluid 


and industrial milk processing plants 
declined by 14 percent while the total 
volume of milk processed decreased by 
6 percent. 

The processor margin established by 
the Commission is set at a level assumed 
to cover the costs of processing indus- 
trial milk into butter and skim milk 
powder. The margin also includes an 
estimated fair return on investment for 
processors. The formula used as a base 
to set the assumed processer margin was 
established in the early 1980's by an 
independent consultant and is adjusted 
annually based on Statistics Canada 


industry related indexes. Through par- 
ticipation in the CMSMC and commu- 
nications with the Commission, 
processors also have a full and regular 
opportunity to provide their input on 
dairy pricing. 

The charts on this page demon- 
strate the importance of the Canadian 
dairy sector and that consumer prices in 
Canada appear to be comparable to 
those in other countries. 


Surplus Removal — The Offer to 
Purchase Program allows the 
Commission to hold butter and skim 
milk powder stocks and related products 
which can later be used to supply the 
domestic market when demand exceeds 
production, or exported if not required. 
Through its strong marketing efforts, 
the Commission strives to secure the 
highest producer return possible for the 
milk that is not required domestically. 
Commission programs also ensure that 
processors and consumers can be assured 
of dairy inputs and products at times of 
the year when milk production is low. 

Over the 1995-96 dairy year, the 
Commission led industry efforts to 
refine its Surplus Removal Program. 

It was developed to encourage industry 
to find alternate butterfat uses and thus 
improve its efficiency and returns by 
reducing the amounts which need to be 
declared surplus domestically and sold 
as lower-priced exports. 

Through cooperation with 
Agriculture and Agri-Food Canada as 
well as Health Canada, the Commission 
continued to ensure in 1995—96 that 
all the products it directly handled, 
purchased and sold met high federal 
quality standards. 


Forcasting Demand — Each year, 
Commission staff prepares documenta- 
tion to help forecast demand for the 
upcoming dairy year. These data are 
submitted to the CMSMC, which has 
authority under the National Milk 
Marketing Plan to set the levels required 
to fulfill estimated domestic and 
planned export market needs — the 
national Market Sharing Quota. It 
includes a production sleeve above esti- 
mated domestic requirements. This 
sleeve is used as a buffer to ensure that 
domestic requirements can be met if 
they rise above the forecast amount, to 
minimize certain regional and seasonal 
shortages, and also to ensure that sufh- 
cient milk is produced to service certain 
planned export markets. Since the intro- 
duction of seasonality policies estab- 
lished by the industry, supply has 
become more continuous throughout 
the year. Although all regional and sea- 
sonal market requirements may not 
always be met from fresh milk, stocks of 
butter and certain other dairy products 
are maintained to meet this additional 
demand. 

The Canadian orderly marketing 
system, within the constraints imposed 
by climatic conditions, has been success- 
ful in ensuring that domestic markets 
are continuously and adequately filled. 


Market Sharing Quota, 


Subsidy Administration 


The Commission administers the federal 
subsidy paid to Canadian dairy produc- 
ers across the country. Subsidy payments 
moderate the price of industrial milk 
products sold to the consumer by reduc- 
ing the returns required by producers 
from the marketplace. 

As a result of federal budgetary 
restraint, the subsidy payment was 
reduced by 15 percent in August 1995 
and by a further 15 percent in August 
1996. In the fall of 1995, at the request 
of the Minister of Agriculture and Agri- 
Food, the Commission worked closely 
with the Minister’s Parliamentary 
Secretary and Departmental staff to 
consult with industry on their views 
respecting the future of the subsidy. 

The federal Budget of March 1996 
determined that the subsidy would be 
phased out over a five year period, 
starting August 1997. 

The implementation of the gradual 
elimination of the subsidy will be an 
important aspect of any new long term 
dairy policy and the Commission will 
continue its active participation in the 
policy development process. 
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Achievement of 


Goals for 1995-96 


A description of the goals set by the 
Canadian Dairy Commission over the 
past year, as well as a brief summary of 
the level of achievement of these goals is 
outlined below. 


— 


. In concert with the industry, continue 
to develop and implement strategic 
plans and initiatives to deal with the 
challenges as a result of the World 
Trade Organization Agreement, 
establish new rules through 
federal/provincial agreements, and 
make appropriate changes to current 
Commission program activities. 


Special Milk Class Pricing and 
Pooling System — The new special 
milk class pricing and pooling system 
required major changes to the former 
Canadian milk marketing approach, and 
was successfully launched on August 1, 
1995. Amendments to the Canadian 
Dairy Commission Act, which brought 
federal authority and permitted the 
Commission to administer the new 
system on behalf of the dairy industry, 
received Royal Assent in July 1995. 
The formal federal/provincial 
Comprehensive Agreement on Special 
Class Pooling (informally known as the 
P9 Agreement) governing this system is 
expected to be signed by all nine 
participating provinces in the 1996-97 
dairy year. 

Development of this new system 
involved harmonization of many 
provincial regulations and practices and 
emerged from long and difficult negotia- 
tions among the nine participating 
provinces. These discussions were facili- 
tated by the Commission through 
various working and technical groups 
established to review and resolve particu- 
lar issues. A formula, developed through 
consultation with industry stakeholders, 
was established to set the special class 
price levels. Several aspects of the various 
provincial marketing approaches 


required harmonization in order for the 
special milk class pricing and pooling 
system to work equitably for all 
producers. 

The Commission chaired several 
meetings of marketing board and agency 
auditors that resulted in a uniform 
approach to reporting special class 
revenues to the national pool. A stan- 
dard milk utilization report was 
designed to include special class transac- 
tions and was accepted by the group. 

A milk utilization audit manual was also 
prepared and accepted for use in all 
provinces. This manual sets minimum 
standards for audits of milk processing 
plants throughout the country and its 
use will help provide assurance as to 

the accuracy of reported revenues to 

the pool. 

The Commission will also continue 
to assist the industry through its chair- 
manship and work in support of various 
subcommittees of the CMSMC on 
several other important harmonization 
issues. These matters include develop- 
ment of similar quota systems in all 
provinces; the uniform application of 
yield conversions in milk processing 
operations; a better milk allocation 
system, and the adequacy of milk supply 
for special class uses. 


All Milk Pooling — Lengthy industry 
stakeholder discussions, negotiations and 
research work led and undertaken by the 
Commission have resulted in the draft- 
ing of a Memorandum of Under- 
standing on All Milk Pooling (the P6 
Agreement) which was in the final stages 
of preparation. Implementation is 
expected in the fall of 1996. Under this 
Agreement, the market returns from all 
milk sales (fluid and industrial) would 


be pooled among the producers of 


Manitoba, Ontario, Quebec, New 
Brunswick, Prince Edward Island and 
Nova Scotia. 

Through working groups and sub- 
committees chaired by the Commission, 
the six provinces have discussed rules for 
an interprovincial quota exchange, 
agreed in principle to a daily quota 
system and were continuing their efforts 
to establish common target prices and 
uniform milk allocation policies that 
would put plants in all provinces on a 
more level playing field. 

At the end of the dairy year, the 
four Western provinces were reviewing 
the draft text of a similar agreement 
(the P4 Agreement). Manitoba was 
expected to participate in both the 
Eastern All Milk Pool (P6) and the 
Western All Milk Pool (P4). The 
Commission has also been asked to 
assist with the ongoing development 
and administration of the Western pool. 


Surplus Removal Activities — A new 
element of the Offer to Purchase 
Program was developed over the past 
year. As originally designed and imple- 
mented in August 1995, processors 
could sell butter or other milk products 
to the Commission only if other proces- 
sors elsewhere in the country had ade- 
quate access to raw milk supplies. As the 
program became operational, however, 
it became apparent that the original 
approach would not be workable. 

After further consultations between 
industry stakeholders with the support 
of the Commission, modifications were 
approved in March 1996. The former 
Plan C element of the Offer to Purchase 
Program has become a new surplus 
removal mechanism consisting of two 
operational elements: processor-initiated 
and Commission-initiated surplus 
removal. This new approach is designed 


to ensure that products are not manu- 
factured for unplanned exports when 
unfulfilled domestic and planned export 
opportunities exist, and that the manu- 
facture of products for planned exports 
is timed to avoid periods when milk 
supply has been historically low. The 
Commission consults with the province 
of origin before any purchases are 

made to ensure needs are being met 
domestically. 

To guide its surplus removal 
activities, the Commission chairs an 
advisory group composed of regional 
representatives of producers, processors 
and members of their national organiza- 
tions. The advisory group is responsible 
for recommending the opening or 
closing of the Commission-initiated 
surplus removal activity. 


2. In line with the changing domestic 
and international market environment, 
work with industry stakeholders to 
develop a strategic plan to encourage 
increased use of dairy ingredients by 
the further processing sector. 


The development of the special milk 
class pricing system was seen as crucial 
to maintaining the growth and success 
of Canada’s further processing sector. 
The industry has acknowledged that the 
special class system has improved the 
situation for further processors in 
Canada, since many of the limitations 
under the previous rebate program were 
eliminated when the new system was 
implemented. In agreeing to establish 
the special milk class system, producers 
and processors recognized the increas- 
ingly important role played by further 
processors in the demand for dairy 
products. 


The Secretariat to the CMSMC, 
chaired by Commission staff, developed 
a pricing formula for special classes 
which was approved by the CMSMC 
in May 1996. 

The Ingredients Committee was 
also instrumental in reviewing all issues 
relating to the new special class pro- 
gram. Chaired by the Commission, 
this Committee had input into the 
administration involved in the special 
milk class pricing system and will 
continue to deal with problems which 
may arise in the early years of the 
program. 

The discussions of the Ingredients 
Committee remain an important part 
of Commission and industry efforts 
directed at strengthening the dairy 
ingredient presence in the further 
processing sector. 

An Optional Export Program, 
introduced in August 1995, is intended 
to allow processors, exporters and the 
producers who supply them to take 
advantage of new export market oppor- 
tunities without encroaching on existing 
markets or jeopardizing domestic market 
supplies. Although the level of activity 
has not been as high as anticipated in its 
early stages, the Commission believes 
that this program will provide additional 
flexibility in milk production and 
processing activities. 

In March 1995, the CMSMC 
approved the continuation of the 
Domestic Dairy Product Innovation 
Program for a further five-year period. 
The Commission launched new com- 
munication initiatives for this program 
over the past dairy year. 


Goals for the 
Planning Period 


The Canadian Dairy Commission will 
pursue current efforts to assist and facili- 
tate the negotiation and implementation 
of industry pricing and pooling agree- 
ments, as well as the harmonization of 
programs and other initiatives associated 
with those agreements. 

As part of its goals for the 1996-97 
dairy year, the Commission will work 
closely with all industry stakeholders to 
assist with the development and imple- 
mentation of a new long term dairy 
policy. Efforts will also be undertaken to 
improve industry communications and 
broaden the availability of information 
to dairy stakeholders and others 
involved to enhance industry competi- 
tiveness and profitability. 

In cooperation with the industry, 
the Commission will evaluate the dairy 
sector’s Current export strategy with a 
view to developing a marketing plan to 
ensure that production and markets for 
products from excess milk production 
can be mote effectively targeted and 


planned. 


Management 
Analysis and 
Significant Factors 
Affecting 
Financial Results 


1995-96 has been a transition year from 
an accounting and financial perspective. 
The special milk class pricing system has 
had an impact on financial reports and 
statements when comparing numbers 
with previous years. The majority of 
dairy products destined for exports have 
been purchased at international compet- 
itive prices, while the use of levies was 
mainly restricted to the structural 
surplus of skim milk powder. The 
balance sheet has also been expanded 

to disclose the pooling account. 

Over-production has created a rela- 
tively high build-up of inventories in 
butter and skim milk powder. However, 
since these surpluses were purchased at 
world prices, there was no need for a 
writedown. These lower prices also had 
a positive impact on financial costs. 

The year-end financial surplus was 
mainly due to higher than anticipated 
world prices for the Commission’s sales 
of skim milk powder subject to levies 
and beneficial foreign exchange rates. 


“1995—96 has 


been a transt- 
tion year from 
an accounting 
and financial 


perspective...” 


Personnel 


The success and reputation of the 
Canadian Dairy Commission is based 
on the quality and experience of its per- 
sonnel as well as on the excellence of the 
services it offers. The Commission reaf- 
firms its commitment to maintain the 
quality of its work environment and the 
level of satisfaction of its clients and per- 
sonnel. The adoption of internal policies 
and programs that are effective in meet- 
ing current and future needs will also 
enable the Commission to attain its 
objectives as well as to deal with major 
changes in the Canadian dairy industry. 


Senior Management 


Director, Strategic Planning, Policy 
and Communications 


Charles C. Birchard 


Director and Chief Economist, 
Economics 


R. Erik Kramar 


Director, Finance, Administration 
and Human Resources 


Paul Simard 


Director, Internal Audit 
Robert Hansis 


Director, Commercial Operations 
Gaétan Paquette 


Director, Domestic and 
International Marketing 


Laval Létourneau 


Charles C. Birchard R. Erik Kramar 


Paul Simard Robert Hansis 


Gaétan Paquette Laval Létourneau 


Management Responsibility 
for Financial Statements 


The financial statements of the Canadian Dairy Commission 
and all information in this Annual Report are the responsibil- 
ity of management. The statements have been prepared in 
accordance with generally accepted accounting principles, 
using management’s best estimates and judgements where 
appropriate. Financial information presented elsewhere in the 
Annual Report is consistent with the statements provided. 

In discharging its responsibility for financial reporting, 
management maintains and relies on financial and manage- 
ment control systems and practices designed to provide 
reasonable assurance that transactions are authorized, assets 
are safeguarded, and proper records are maintained. These 
controls and practices ensure the orderly conduct of business, 
the accuracy of accounting records, the timely preparation of 
reliable financial information and the adherence to 
Commission policies and statutory requirements. The process 
includes management’s annual communication to employees 
of Treasury Board’s guidelines on conflict of interest and code 
of conduct. 

The Audit Committee of the Canadian Dairy 
Commission, made up of the Commissioners, oversees man- 
agement’s responsibilities for maintaining adequate control 
systems and the quality of financial reporting. The 
Commission’s internal and external auditors have free access 
to the Audit Committee to discuss the results of their work 
and to express their concerns and opinions. 

The transactions and financial statements of the 
Commission have been audited by the Auditor General of 
Canada, the independent auditor for the Government 


of Canada. 


ce ) 


Gilles Prégent, Chairman 


140. Grade 


Paul Simard, Director of Finance 


Ottawa, Canada 
September 27, 1996 


Auditor's Report 


To the Minister of Agriculture and Agri-Food 


I have audited the balance sheet of the Canadian Dairy 
Commission as at July 31, 1996 and the statement of opera- 
tions and funding by producers and the statement of dairy 
support program operations and costs funded by the 
Government of Canada for the year then ended. These 
financial statements are the responsibility of the Commission’s 
management. My responsibility is to express an opinion on 
these financial statements based on my audit. 

I conducted my audit in accordance with generally 
accepted auditing standards. Those standards require that 
I plan and perform an audit to obtain reasonable assurance 
whether the financial statements are free of material misstate- 
ment. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial state- 
ments. An audit also includes assessing the accounting princi- 
ples used and significant estimates made by management, as 
well as evaluating the overall financial statement presentation. 

In my opinion, these financial statements present fairly, in 
all material respects, the financial position of the Commission 
as at July 31, 1996 and the results of its operations and the 
changes in its financial position for the year then ended in 
accordance with generally accepted accounting principles. 

As required by the Financial Administration Act, | report that, 
in my opinion, these principles have been applied on a basis 
consistent with that of the preceding year. 

Further, in my opinion, the transactions of the 
Commission that have come to my notice during my audit of 
the financial statements have, in all significant respects, been in 
accordance with Part X of the Financial Administration Act 
and regulations, the Canadian Dairy Commission Act and the 
by-laws of the Commission. 


<TS 5 Ot 


Raymond Dubois, FCA 
Deputy Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
September 27, 1996 


Balance Sheet 
as at July 31, 1996 


(in thousands) 


(in thousands) 
Assets 
Accounts receivable 
Trade $ 14,038 $ 259 
Government of Canada (Dairy Support Program) 18,645 27,180 
Producer levies 7,502 67,743 
Inventories (Note 3) 105,821 94,150 
146,006 189,332 
Pooling account (Note 4) 
Cash 1,427 = 
Due from provincial marketing boards and agencies 11,140 — 
12,567 — 
$ 158,573 $.1.89:3552 
Liabilities 
Accounts payable and accrued liabilities $ 33,734 $ 49,464 
Subsidies payable to producers 18,638 27,067 
Allowance for losses on outstanding 
purchase commitments — 1,856 
Loans from Government of Canada (Note 5) 75,266 69,334 
127,638 147,721 
Pooling account 
Due to provincial marketing boards and agencies 12,440 — 
Accrued liabilities 127 — 
12,567 —_ 
Excess of Funding by Producers (Note 6) 
Excess at end of period 18,368 41,611 
$ 158,573 $189,332 


Approved: 


om QO Bee ee 


Chairman | Vice-Chairman Director of Finance 


The accompanying notes and schedule are an integral part of these financial statements. 
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Statement of Operations and Funding by Producers 


for the year ended July 31, 1996 


(in thousands) (in thousands) 


Export sales $ 212,160 $ 138,605 
Cost of goods sold 243,296 LO SeA89) 
Loss on export sales 31,136 57,184 
Domestic sales 90,945 1.6,2535 
Cost of goods sold 92,057 76,100 
Loss (margin) on domestic sales 1,112 (133) 
Total loss on sales 32,248 57,05 
Assistance and expenses 22,262 104,554 
Total Cost of Operations 54,510 161,605 
Less portion of administrative expenses 
funded by the Government of Canada 2,339 2,493 
Net cost of operations funded by producers 52,171 SS eZ 
Funding by producers (Note 7) 64,550 192,374 
Excess of funding of net cost of operations 12,379 55262 
Excess at beginning of year 41,611 20,149 
53,990 53,411 
Refunds of previous years’ excess 35,622 11,800 
Excess at End of Year $ 18,368 $ 41,611 


The accompanying notes and schedule are an integral part of these financial statements. 


Statement of Dairy Support Program Operations 
and Costs Funded by the Government of Canada 


for the year ended July 31, 1996 


(in thousands) (in thousands) 
Subsidies to producers of industrial milk and cream $ 184,958 $ 221,821 
Administrative expenses 2,339 2,493 
Costs of production and dairy policy studies 347 361 
Total costs funded by the 
Government of Canada $ 187,644 $ 224,675 


The accompanying notes and schedule are an integral part of these financial statements. 


Notes to 


Financial Statements 
July 31, 1996 


1. The Commission 


The Canadian Dairy Commission (the “Commission”), is 

an agent Crown corporation named in Part I, Schedule III to 
the Financial Administration Act and is not subject to the 
provisions of the /ncome Tax Act. The objects of the 
Commission, as established by the Canadian Dairy 
Commission Act (CDC Act), are “to provide efficient produc- 
ers of milk and cream with the opportunity of obtaining a fair 
return for their labour and investment and to provide 
consumers of dairy products with a continuous and adequate 
supply of dairy products of high quality”. 

The Commission administers the dairy support program 
funded by the Government of Canada, under which it makes 
subsidy payments to producers. In cooperation with the 
Canadian Milk Supply Management Committee (CMSMC), 
which it chairs, the Commission undertakes the management 
and administration of operations funded by producers partly 
through levies. The results of the Commission’s operations in 
each of these areas are presented in the Statement of Dairy 
Support Program Operations and Costs Funded by the 
Government of Canada, and in the Statement of Operations 
and Funding by Producers, respectively, in order to distin- 
guish the accountability relationships for them. 

The Commission purchases all butter and skim milk 
powder tendered to it at either the Canadian support price or 
at the international market price, depending on the intended 
resale markets. While a major portion of the butter purchased 
by the Commission is later resold in the domestic market, 
most of the skim milk powder is in excess of domestic needs 
and is exported. The Commission sells production surplus to 
domestic requirements in the form of whole milk products, 
skim milk powder and butter on international markets. 
Historically, prices on international markets have usually been 
lower than Canadian support prices. 

The Commission implemented a number of changes to 
its programs and policies at the beginning of the 1995-96 
dairy year. These changes, developed in conjunction with the 
dairy industry, were necessary as a result of Canada’s commit- 
ments under the North America Free Trade Agreement and 
the World Trade Organization Agreement. Amendments to 
the CDC Act to accommodate these changes received Royal 
Assent in July 1995. 


Effective August 1, 1995 the Commission administers a 
new special milk class pricing and pooling of market returns 
system which provides milk components to further processors 
and exporters through processors at competitive prices. These 
prices are established at levels according to a mechanism agreed 
to by the CMSMC. This arrangement has eliminated the need 
for the Commission to make assistance payments to processors 
and exporters of dairy products. Also, the Commission pur- 
chases most of the dairy products destined for export at world 
prices, thereby significantly reducing the requirement for 
producer levies. Effective August 1, 1996, producer levies 
will no longer be collected to finance marketing and adminis- 
trative costs. 


2. Significant Accounting Policies 


Inventories 
Inventories are valued at the lower of cost or estimated net 
realizable value. 


Allowance for losses on outstanding purchase commitments 
The Commission establishes an allowance for losses on out- 
standing purchase commitments based on current contracts 
for export sales. 


Refunds of excess (recoveries of deficiency) of funding by producers 


Refunds or recoveries are recorded in the year declared by 


the CMSMC. 


Foreign currency translation 

Substantially all sales in foreign currencies are hedged by 
forward exchange contracts and are translated into Canadian 
dollars at the exchange rates provided therein. Sales in foreign 
currencies that are not hedged are translated into Canadian 
dollars at the exchange rate in effect on the transaction date. 


Pension plan 

Employees participate in the Public Service Superannuation 
Plan administered by the Government of Canada. The 
Commission’s contributions to the plan are limited to 
matching the employees’ contributions for current service. 
These contributions are expensed during the year in which 
services are rendered and represent the total pension 
obligations of the Commission. 


3. Inventories 


~ (in thousands) : 
Cost 

Butter $ 68,022 $ 82,027 
Skim milk powder 34,639 28,937 
Other dairy products 7,003 110 
109,664 111,074 

Less allowance for writedown 
Butter (mainly unsalted) 2,393 10,049 
Skim milk powder 1,450 6,851 
Other dairy products -- 24 
3,843 16,924 
Net book value $ 105,821 $ 94,150 


4. Pooling Account 


As of August 1,1995, with the introduction of the special milk 
class pricing and pooling of market returns system, the 
Commission established a bank account and line of credit 
with a member of the Canadian Payments Association in 
order to provide bridge financing and ensure the efficient 
operation of the pooling of market returns system established 
among the provinces. As producer monies enter and leave 

the pool as equalization payments from and to provincial 
marketing boards and agencies, the line of credit ensures that 
payments can be made promptly. During the year, certain 
provincial marketing boards and agencies have contributed 
approximately $38 million into the pool. These contributions 
have been used to make equalization payments to the other 
provincial marketing boards and agencies. 


5. Loans from Government of Canada 


Loans from Government of Canada, to a maximum of 

$300 million, are available to finance operations. Individual 
loans are repayable within one year from the date the loan is 
made. Principal and accrued interest are repaid when funds 
are available. The interest rates during the year were in accor- 
dance with normal rates established for Crown corporations 
by the government and varied from 7.5225% to 4.5842% 
(1995 — 5.1644% to 8.4794%). 


Loan transactions for the year are summarized as follows: 


31996 ae 
(in thousands) 
Balance at beginning of year $ 69,334 $ 68,099 
Borrowings 307,399 274,033 
Payments (301,467) (272,798) 
Balance at end of year $ 75,266 $ 69,334 
Accrued interest atend of year $ 434 2. 206 


30) 


6. Excess of Funding by Producers 
Any excess or deficiency in the funding by producers of the 


net cost of operations may be carried forward and applied 
against future operations or recovered from or refunded to 
producers as determined by the CMSMC. 

The CMSMC, at its meeting of November 30 and 
December 1, 1995, decided that an amount of $5.4 million, 
in addition to the amount of $29.9 million approved in 
September 1995, of the excess in funding by producer levies at 
the end of the 1994-95 dairy year be refunded to provincial 
marketing boards and agencies in proportion to their shares 
of levy revenues. As well, at its meeting of September 25 
and 26, 1996, the CMSMC decided that $18.1 million of the 
excess of funding by producer levies at the end of the year will 


be refunded. 


7. Funding 


Government of Canada (Dairy Support Program) 

Agriculture and Agri-Food Canada provides funding to the 
Commission for subsidy payments to producers of industrial 
milk and cream shipments, produced to meet domestic 
requirements. Such payments are made up to maximum 
amounts authorized by the regulations. The rate of subsidy 
payments was $1.283 per kilogram of butterfat or $4.62 per 
hectolitre of milk containing 3.6 kilograms of butterfat (1995 
— $1.508 or $5.43 respectively). 

As part of the federal Budget of February 1995, the rate 
of subsidy payments will be reduced by another 15% for the 
dairy year 1996-97. In addition, subsidy payments will be 
gradually phased out with five annual rate cuts of $0.76 per 
hectolitre starting August 1, 1997. As of August 1, 1996, 
the rate will be $1.055 per kilogram of butterfat or $3.80 per 
hectolitre. 

The Government of Canada has funded $2.3 million 
(1995 — $2.5 million) of the Commission’s administrative 
expenses of $5.0 million (1995 — $5.2 million), as well as 
professional services relating to cost of production and dairy 
policy studies. 


Funding by Producers 

Producers are responsible for the costs of operations not 
funded by the Government of Canada. These costs were 
partially funded through levies agreed to by the CMSMC, 
charged on fluid milk sales and industrial milk production, 
collected by the provincial marketing boards and agencies, 
and remitted to the Commission. 

As of August 1, 1995, the use of in-quota levies for fund- 
ing export and domestic activities of the Commission was 
limited to an amount of $62.8 million, being the amount 
approved in the Commission’s 1995-96 dairy year budget. 
The remainder of the Commission’s export activities were 
funded through the special milk class pricing and pooling of 
market returns activities whereby purchases are based on world 
prices rather than domestic support prices. 


Funding by producers is comprised of: 


(in thousands) 
In-quota levies $ 62,883 $ 164,137 
Administrative expenses recovered 
from pooling activities 1,667 — 
Over-quota levies — 28,237 
Total $ 64,550 $ 192,374 


The pooling account is charged for the producers’ share of 
the Commission’s administrative expenses associated with 
marketing activities as well as the interest and banking 
expenses for maintaining the pooling account. Total charges 
to the pooling account for the year were $1.7 million. 

Producer levies also include $0.12 (1995 — $0.12) per 
hectolitre of industrial milk to cover the eligible costs associ- 
ated with actual butter inventories up to normal levels deter- 
mined by the Commission and a portion of its administrative 
expenses. 


Amounts funded through this portion of levies and expenses 


allocated to it are as follows: 


Eligible Costs Associated with Butter Inventory up 
to Normal Levels and a Portion of Administrative Expenses 


(in thousands) 
Opening balance $ 1,730 $ 1,183 
Funding 5,180 5,035 
Expenses allocated (4,691) (4,488) 
Closing balance $ 2,219 15730 


The closing balances are included in the excess of funding by 
producers at year end. The $2.2 million balance will be 
applied against the future expenses allocated to this portion 
of levies. 

At its meeting of September 25 and 26, 1996, the 
CMSMC approved the 1996-97 dairy year budget which will 
eliminate all levies. Effective August 1, 1996, all of the 
Commission’s marketing operations will be funded through 
the pooling account including the collection of the $0.12 per 
hectolitre of industrial milk charged to the marketplace. 


8. Forward Exchange Contracts 


As part of its foreign exchange risk management, the 
Commission enters into forward exchange contracts with 
regard to a major portion of its export sales contracts. At the 
end of the year the Commission’s outstanding forward 
exchange contracts totalled the equivalent of approximately 
$100 million Canadian representing amounts in US dollars, 
Deutschemarks and French Francs. These contracts mature 
from August 1996 to May 1997. The maturity dates of the 
forward exchange contracts correspond to the estimated dates 
when the Commission should be receiving the foreign cur- 
rency proceeds arising from the execution of the concerned 
export sales contracts. 


9. Representatives’ Fees 


The Commission has used the services of representatives for 
the sale of dairy products on the export market. Total fees for 
the year were $4.4 million (1995 — $3.2 million) and are 
included in cost of goods sold. 


10. Purchase Commitments 


As at July 31, 1996, the Commission was committed to 
purchase butter and skim milk powder produced prior to that 
date at Canadian support prices and other dairy products 
produced prior to that date at negotiated contract prices. 
These commitments amounted to approximately $7.2 million 


(1995 — $9.7 million). 


11. Related Party Transactions 


Government departments provided the Commission with 
certain administrative services without charge. The cost of 
these services is not recorded in the Commission’s accounts. 


12. Financial Statement Presentation 


A statement of changes in financial position has not been 
included because, in the opinion of management, it would 
not provide any meaningful additional information. 
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Tableau des opérations de mise en marché par type de produit (pour ferercice termine te 31 jullet 1996) 


(en milliers) (en milliers) 
Poudre de Lait Autres Poudre de Lait Autres 
Beurre lait écrémé évaporé produits* Total Beurre lait écrémé évaporé produits* Total 

Ventes a l’exportation 36 204 $ 122315 $ 35518 $ 18 123 $ 212 160 $ 2 685 $ 106 881 $ 15 195% 13 844 $ 138 605 $ 
Cott des ventes 40 308 150/331 34555 18 102 243 296 5 434 146 707 18 873 24775 195 789 
Perte (marge) sur les ventes a l'exportation 4 104 28 016 (963) (21) 31 136 2749 39 826 3 678 10 931 57 184 
Ventes a l’intérieur du pays 84 965 5 980 — — 90 945 68 845 7 388 — —_— 76 233 
Coit des ventes 85 347 6710 _ _ 92 057 68 888 P22 — — 76 100 
Perte (marge) sur les 

ventes a l'intérieur du pays 382 730 — — 1112 43 (176) — — (133) 
Total de la perte (marge) sur les ventes 4 486 $ 28 746 $ (963) $ (21) $ 32 248 27925 39 650 $ 3 678 $ 10 931 $ 57051 
Aide et frais 
Aide a l’égard des produits laitiers 

— a|'exportation 125 $ 1153 9$ 438 $ 687 4157 $ 953 5 64 $ 339125 39 086 

— a/'intérieur du pays (1 608) TI 52 463 (196) 6 411 ks 33 9415 S55 9 047 30 848 
Moins-value des stocks 2 394 1 450 — 3 844 10 049 6 851 25 1 16 924 
Frais de possession 4 442 1 441 256 7S 6214 3 134 1 342 171 Be 4 699 
Frais de promotion 62 264 o— o-- 326 53 193 a —— 246 
Recouvrement de créances douteuses ~ — — (363) (363) — — — (234) (234) 

5415 $ 110224 728 $ (46) $ 17119 29 226 $ 18754 $ 811 $ 42778 $ 91 569 

Frais administratifs 5012 5 246 
Don 100 — 
Intéréts et frais bancaires 

de la mise en commun 31 = 
Provision pour pertes sur les 

engagements d’achats en cours — 1 856 
Remise des retenues hors quota ; — 5 883 
Total de l'aide et des frais 22 262 104 554 
Total du coat d’exploitation 54510 $ 161 605 $ 


*Comprennent la poudre de lait entier et le fromage 
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